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120 YOUR MIND AND MINE 


said to afford the neurotic any special pleasure, but he 
nevertheless feels bound to carry them out with religious 
scrupulosity. ‘Normal’ people who are inconvenienced 
by the neurotic’s behaviour may get some insight into 
and sympathy for his mentality by recalling their own 
tendencies to ‘tap lamp-posts when walking by them, to 
tread on every other paving-stone, or to arrange clothes in 
a definite ritualistic fashion before going to bed. There 
are such tiny neuroses in the most normal minds. *The $ 
writer cherishes memories of the medical superintendent 1i 
of a certain asylum who would on no account step on the f 

cracks between paving-stones, and whose subordinates 

lived in the hope of one day watchihg his deportment on | 
a crazy-paving pathway to be constructed in the grounds. 

Previous to Freud there had becn little attempt to 
understand these disturbances in terms of psychological 
causes. The hystetic was considered a particularly obstinate 
malingeter ; the neurasthenic ‘just needed a good tonic’; Ų 
the obsessional was a man who wouldn’t make the effort 
of will necessary to pull himself together ; while. the in- | 
sane were the victims of brain tumours, nerve degeneracy, 
poisonous toxins from some hidden source of inflamma- 
tion, or even a special ‘ germ of insanity.’ 

Two great French specialists in mental disease, Charcot 
and his pupil Janet, of Paris, had achieved some success 
towards the end of the last century in treating neurotics 
by hypnotism and suggestion. Their success was like a 
faint beam of light which makes the surrounding dark- 
ness all the more intense. It was Charcot who heartened 


Freud in his new line of research at a time when medica 
authority laughed at any but materialistic explanations 


of the neuroses. The very facts were little known of 
sbPteciated. At the Medical Society of Vienna roars of 
laughter greeted Freud’s assertion that male hysterici 
could be seen in’ Paris—for was not PRE ci 
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derivation from the Greek word for ‘womb? indicates. a 
complaint of women ? F 
Freud, whose original mind was cramped by the routine 
of a medical practice, 
had wished to be a 
scientist, and had, in- 
„deed, spent some years 
<e “nl research on brain 
| physiology and ana- 
tomy. He had nar- 
rowly missed being 
| J the inventor of co- 
i caine as a local anæs- 
N thetic. But his funds 
j failed, and he turned 
w) to practise as a 
neurologist and nerve 
specialist. Thus be- 
f an his association 
TA with Joseph Breuer, 
` family physician and 
mental specialist. 
Together the young 
- iconoclast and: the 
| more plodding older 
man would discuss 
the tangled problems 
which they faced from 


day to day. Then in 
1882 Breuer told Freud of a remarkable cure which he 


had just effected with a hysterical girl. In a hypnotized 
condition the patient had recalled and relived a very dis- 
»)  tressing incident which had been completely lost to het 
| waking life. From this moment the hysterical symptoms 
\ 
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PREFACE 


This new edition of a book, published more than twenty 
years back, will appear irrelevant to many who are aware that 
the idea of Five Year Plans, which at one stage we borrowed 
from abroad, is now over-shadowed by that of Rolling 
Plans, which is no native innovation either. It is admitted on 
all hands that so far India has failed to evolve a distinct, yet 
viable, process for the formulation and speedy realisation of her 
national economic and’ social targets. The period of groping 
and of grafting borrowed ideas on an age-old structure does not 
seem to be over yet. Butall these years have seen a number of 
important issues discussed and debated and a set of bold experi- 
ments launched. In various walks of life the mettle of the 
people have been put to the test. Recounting the story of 
India’s Five Year Plans since 1951 gives us the feeling that at 
the very least the nation and its leadership have not refrained 
from initiating changes when they were dissatisfied with the 
status quo. If they have been dogged by failures, at least there 
has been no lack of a desire to do things anew. 


Disatisfaction with what has been achieved so far has now 
prompted. the country’s leaders to move Over to a system of 
planning which requires not only periodical, but almost ceaseless, 
effort on the part of the planning and executing authorities. 
The authorities, facing this bigger challenge, must soon learn to 
set their course in the right direction if they desire to achieve 
success. Under the present system of consultations between the 
Union Government and the States” it takes a very long time 
before even the contours of an Annual Plan are settled. The 
present arrangements will prove a stumbling block when even 
longer-term plans have to be drawn up by committing them to 
this lengthy process. We have to discover, before it is too late, 
how to keep democratic consultations within reasonable limits. 
This implies that for certain preliminary decisions at any rate 
‘we must turn to the expert and not to a deliberative assembly. 


fe ai 


In planning it is not very important whether we plan for 
five years at a stretch or for each year in a five year perspective. 
But it is certainly important to know who does the planning, who 
executes the plans and how lengthy deliberations can be avoided 
in the interests of speed and efficiency. At the outset of the 
new system of planning let us hope to have not only a quicker 
turnover of plans, but also a speedier march towards generally 
satisfying results, 


In preparing this edition for the press, I have made only 
the minimum amount of change from the earlier edition, as the 
planning system in the country is still in a state of flux and’ 
nobody seems to know when and how it will finally settle down. 


My thanks are due to the publisher and his staff for their 


active co-operation in bringing out this edition under trying 
circumstances. 


Calcutta D.B 
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INTRODUCTION 


In the early 1950’s when the foundations of planning were 
being first laid in India, the world ‘planning’ carried with it a 
message of hope. It appeared to offer a way out of the malaise 
of poverty and degradation which the people. of this country, 
barring a very few, were suffering from the years before and im- 
mediately after Independence. One facet of the country’s struggle 
for Independence was the desire for moulding economic policy 
in accordance with national needs and aspirations, since it had 
been realised that an alien governemnt would always brush aside 
such needs and frustrate such ‘aspirations whenever these ran 
counter to its own interests. With the attainment of Indepen- 
dence the country was in a position to work its own way to 
economic salvation, provided only that the national objectives 
could be clearly defined and the necessary effort mounted with 
single-minded purposiveness. Planning was expected to be the 
technique both for the clarification of national objectives in the 
economic sphere and for the most through-going attempt at 
mobilisation of the country’s latent resources. The inspiring 
examples of Soviet Russia and of the reconstructed economies in 
war-worn Europe and Japan were there to build up this faith in 
planning as an instrument of rapid economic development. 

More than two decades of experience with planning has now 
created in this country wide-spread disillusionment, The main 
reason for this loss of faith in planning lies perhaps in the high 
nce entertained about the efficacy of planning 
unrelated to the environment in which it was 
which it faced. It was wrong in the 


hopes that were © 
conceived abstractly, 
to function or, to the tasks 
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first instance to have thought of planning as a passport to pros- 
perity for all and sundry. In any concrete instance of economic 
advancement the exact relationship between resources available 
and needs to be satisfied must be ascertained first, if the extent 
of prosperity immediately realisable through planning is not to 
be grossly over-assessed. It was not unreasonable to expect 
that planning would make resources more effective or even add 
to these resources over a period of time. But it was idle to ex- 
pect that planning could bring non-existent resources into exis- 
tence or even substantially accelerate the pace of mobilisation 
of these resources within a brief period. ‘The unbounded opti- 
mism indulged in by some people in the early years of national 
economic planning has produced its own reaction, Because 
planning has failed to deliver all the goods which it promised 
(or which we imagine it had promised) we have become disillu- 
sioned with its ‘progress’, ignoring the fact that development has 
laws of its own and such laws are derived from the total environ- 
ment in which the economic plan'is but one element and usually 
not the most powerful element. 


Economic plans should be judged not so much by what they 
promise and what they achieve, but by their inner structure and 
their relation to the environment in which they function. So far 
as the inner structure of a plan is concerned, the plan documents 
in India have by no means been without relevance. They have 
shown the logical relations between our past failures and present 
distresses, pointed out ways to the gradual building up of a more 
rational economic structure, analysed the role of the government 
and the people in the task of building up this structure and indi- 
cated pitfalls in the way of successful implementation of policies 
that could lead us to prosperity. In their own ways the planning 
‘models’ underlying the First, Second or Third Plans were perhaps 
somewhat naive and inadequate, but these were only models 
intended to serve the limited purpose of pinpointing the problem 
of growth. The plans were linked to the models, but were not 
identical with them. The specific projects and the policies 
adopted to work out these projects were more pertinent for subse- 
quent development than any of the underlying models as such. 
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It is the failure of these projects to be relevant to our situation 
that should invite more criticism than the logical structure of 
the plans. 


The inconsistency between the projects stressed in our plans 
and the environment in which they had to function has shown 
itself up in many ways. Much greater responsibility for economic 
administration had been assigned to the country’s government, 
but the organisation of governmental authority was not suitably 
changed to make possible the carrying out of such responsibility. 
Public outlay on capital development multiplied, but public co- 
operation in the maintenance and effective utilisation of capital 
was not coming forth to the necessary extent. More controls and 
Tegulations were enacted than could be effectively supervised, and 
instances were not rare when such. regulations checked the emer- 
gence of fresh enterprise in industries where otherwise competition 
would have flourished. Planning has not deliberately done these 
things—in fact, planning without some measure of regulation 
over unrestricted private enterprise is obviously inconceivable. 
But regulation can be useful only if it is backed by effective 
supervision and is not deflected from its course by powerful 
economic currents in the community. This first condition of 
usefulness has not been met by many of the regulatory policies 
through which our plan projects have been sought to be made 
effective. 


Taking advantage of the loopholes in the regulatory policies 
associated with planning, certain self-seeking and unscrupulous 
elements have been able to thrive at the expense of the rest of 
the community which tended to suffer from shortages and erratic 
supplies of eessential goods. Planning has thus come to be a dis- 
equalising process instead of being, as it should be, a method of 
creating equality of opportunities for all. Once again it is the 
failure_to discover the right type and extent of regulation suitable 
for the Indian environment which has landed our plans in such 
a mess. An-abstract conception of planning which has not been 
properly related to the underlying situation in which the plans are 
to operate has given rise to this particular difficulty. 
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Another source of weakness of the Indian plans has been 
their exclusive concern with the creation of new material capital 
and virtual neglect of the problems of replacement and 
maintenance. Investment has most frequently been measured in 
net terms, but the netting has been in error. On the one hand 
new capital projects have been undertaken, on the other existing 
capital has not been maintained intact. A more accurate concep- 
tion of the country’s gross capital wealth would have been 
immensely helpful in preventing such mismanagement of the 
country’s limited, capital resources. In fact, a part of the present 
dissatisfaction with the plans is precisely due to their failure to 
keep already existing capital goods in a spick and span condition. 
While a new air fleet has been built up, train services have 
deteriorated. National highways have been opened while roads 
and sewers serving the cities have not been properly maintained. 
Thus the general experience has hardly been one of all-around 
improvement. With much new construction to boast of, there 
has also been much indifference to slur over or hide up. Gene- 
rally speaking, the new capital construction projects have bene- 
fited fewer numbers than those who have been hurt by the failure 
of upkeep in respect of capital goods already in use. Conse- 
quently the benefits of plan projects have not registered in the 
public conscience as much as they would otherwise have done. 


But just as the earlier hopes about the outcome of planning 
were exaggerated, the present mood of disenchantment with the 
plans is also not entirely justified. The plans in India have come 
up against a whole host of unforeseeable challenges. The unpre- 
cedented rate of rise in population, the spate of internal and 
international conflicts that marred the decade of the sixties, the 
failure of the international community to come to grips with the 
problem of global underdevelopment and similar factors have 
put a strain on our resources and inventiveness for which we 
were not wholly prepared. Perhaps our planning administration 
was too rigid in outlook to get concerned at the very first signs 
of appearance of these new troublesome factors. But even flexi- 
bility in planning must have its limits and one can legitimately 
doubt wheather our plans could have been made so shock-proof 
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as not to be upset by any of the above-mentioned disturbing 
causes. vt 


Tt is also a trait of human nature that minor improvements, 
specially when these are not paid for, are almost totally ignored 
in any assessment of a situation which is marked by both, positive 
and negative changes. Thus the facts that most villages today 
are better served by roads and transport services than they were 
even twenty years ago, or that primary schools imparting free 
education to children have multiplied considerably in numbers 
are conveniently forgotten when counting the blessings of the 
plans. Much criticism is heard about the failure of the plans to 
generate employment. But it is unreasonable to shut our eyes 
to the fact that the market for genuinely employable persons 
has considerably expanded since the plans were launched. 


The course of the plans has also been ‘affected by many poli- 
tically motivated decisions taken during the period. It was a 
political decision to lop off the better-organised business leader- 
ship, to upset the traditional pattern of rural life’ by indiscrimi-, 
nately doing away with natural rural leaders, to convert an 
agricultural extension organisation into a wing of the bureau- 
cracy (and sometimes an agency of the dominant political party 
as well), to man primary schools and even higher educational 
institutions with henchmen of local political bosses and so on, 
In these special circumstances planning was bound to be deflected 
from some of its declared aims, The economic calculus of costs 
and benefits was not permitted to guide our planning to the full 
extent desirable. Ad hoc decisions were taken out of regional, 
group or even personal considerations. One should not, of 
course, leave out political influences altogether when examining 
the working out of an economic plan. But the ends of planning 
are bound to be affected if too many of the projects comprising, 
a plan are altered in character under the impact of these politi- 
cal influences. 


In the following pages we shall give a brief account of the 
genesis of the planned economy in India, study the planning 
process and consider the outcomes of the several Five Year Plans 
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that were drawn up and worked during 1951-78. With effect 
from the ist April, 1978 the Five Year Plan for 1978-83 has 
been taken up for implementation after prematurely termina- 
ting the Fifth Five Year Plan which was originally scheduled 
to run up to March 31, 1979. The new Planning Commission 
which was set up in 1977 took the decision to introduce “rolling 
plans,” covering successive five-year periods calculated from a 
new base year, as each year changed into the next. Thus in 
1979 the country will have a new Five Year Plan for 1979-84 
and in each of the coming years a new Five Year Plan will 
be taken up for iimplementation. This means that the sixth, 
seventh, and further five-yearly plans will now be drawn up in 
quick succession (at yearly intervals) and will be adhered to in 
its original form for, one year only. The chief advantage 
claimed for this type of planning is that it enables the planning 
organisation to take account of new developments on the eco- 
nomic scene and revise the plan targets accordingly without 
undue delay. At the same time a ‘rolling’ plan is something 
more than an Annual Plan because it is required to scan the 
next five years, while an Annual Plan is absolved of any such 
responsibility. The wisdom of having annually ‘rolling’ plans 
can, however, be doubted in a country where the relevant infor- 
mation about new economic developments may not be easy to 
gather within the period required for a systematic annual plan- 
making exercise. It has been claimed on behalf of the Planning 
Commission that the agencies responsible for collecting the 
relevant information will be galvanised into action, once the need 
for such information is impressed upon the agencies concerned. 
Once these agencies are equipped in a better way, much of the 
difficulty of drawing up ‘rolling’ plans will no doubt disappear. 
The new Planning Commission appears to be moving in a 
direction which will, it is hoped, close the gaps that have often 
appeared in the past between the targets announced at the 
beginning of a Five Year Plan and the results achieved towards 
the end of the Plan. If, however, performance frequently falls 
short of targets and the targets are revised downward to justify 
the inadequate performance, the credibility of the plans may 
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improve, but their usefulness will certainly decline. A plan 
target, once chosen after careful deliberation, should not be 
tampered with except when some revision becomes absolutely 
unavoidable. Adjustments are to be made, as far as practicable, 
by improving the standard of performance of the plan-imple- 
menting agencies, not by scaling down the plan targets. The 
existence of a system of ‘rolling’ plans will probably contribute 
to an improvement in the levels of performance all around, 
provided that a certain amount of sanctity is attached to the 
targets set up in the initial stages of planning. 


CHAPTER 2 


THE NATURE AND NECESSITY OF ECONOMIC 
PLANNING 


Economic planning can be regarded as a technique of mana- 
ging an economy which is sharply different in style from that with 
which almost all national economies were managed from the 
earliest times up to the early decades of the present century. 
The earlier system, which did not contain any agency for general 
co-ordination of diverse economic activities, was based on purely 
private enterprise motivated by considerations of personal gain, 
family prestige, dynastic ambition and the like. Up to about the 
middle of eighteenth century the vast majority of the world’s 
population had to remain satisfied in their economic enterprise 
with exteremely moderate gains, simply in the form of the barest 
essentials of life ; only the monarch, the handful of nobility, some 
religious leaders and a small band of adventurous merchants had 
the opportunity to pursue more ample objectives in economic 
matters. The wave of liberalism that swept the Western world 
in the seventeenth and eighteenth centuries brought about signi- 
ficant changes in this respect. Wider opportunities of enterprise 
were made available to larger sections of the people in almost all 
Western nations which went through the Commercial and the 
Industrial Revolutions. Geographical discoveries and technical 
inventions combined to give the Western peoples the power to 
dominate over other groups, to spread their economic activities 
to the farthest corners of the globe and to appropriate for their 
national economies the largest share of the gains from such far- 
flung activities. Thus was ushered in the famous System of Free 
Enterprise, otherwise known as Capitalism, which was much exto- 
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lied by the earliest philosophers of economic life like Adam 
Smith. At the same time the system became the butt of attack 
from philosophers of a different bent of mind who could not see 
eye to eye with its various objectives. This dissenting group 
came to be known as Socialists whose most powerful spokesman 
in the last century was Karl Marx. 


SOCIALIST AND OTHER FORMS OF PLANNING 

The main point of attack by Socialists was that a system run 
chiefly on the steam of personal motivations was bound to give 
rise to conflicts among different social groups, both inside any 
particular nation and among nations themselves. Such conflicts 
should not and could not be allowed to remain the last word in 
human social and economic relations and superior methods of 
organising economic enterprise should not be beyond human 
ingenuity to discover. The economic systems which were moti- 
vated by personal gains had in the past inevitably brought about 
the subordination of the weak to the strong—the slave to his 
master, the serf to his lord, the ryot to his zamindar, the indus- 
trial worker to the capitalist and the small capitalist to his bigger 
counterpart. Conflict among groups and domination of one 
group by another could be eliminated’ only by directing economic 
enterprise towards social use rather than towards personal gains. 
As the conscience-keeper of society the State was to provide the 
leadership in this transformation of motives for enterprise. Only 
the State and its various agencies could ensure that the search 
for personal gains in economic activities did not lead to unregu- 
lated clashes of interest. Productive capacity could thus be 
utilised for the benefit of all in an equitable manner. 


Two basic questions arise here : first, whether it is at all 
possible to transform the motives for enterprise, and secondly, 
how far the State can show way for such transformation, if it is 
at all attainable. This debate continues in academic and other 
circles. It is often pointed out, for example, that the motive for 
personal gain is the most powerful force governing human action 
and it will be utopian to try to find a replacement for this force. 
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To this others reply that human nature is not immutable and 
through education, propaganda and the right kind of moral 
leadership human motivation can be considerably influenced: in 
desirable directions. But how far can we rely upon the State to 
discharge this important function? If the State is under dicta- 
torial rule, it is as likely as not that inequality will. be the rule 
and the interests of the common people will suffer. Economists 
of an earlier generation condemned State participation in econo- 
mic affairs precisely on the ground that the State’s influence 
would be corrupting rather than elevating. On the other hand, 
if the State was a democracy, economic conflicts could easily 
give rise to political conflicts and in the process enterprise might 
be stifled rather than encouraged. Thus Socialism was very 
likely to assume the form of bureaucratic rule and this bureau- 
cracy could assign to itself the lion’s share of the gain from 
economic activities. 

Parctical experiments in organising economic activities in 
accordance with Socialist precepts have usually failed, unless such 
precepts have been ruthlessly enforced by some form of dictator- 
ship or have been embedded in a universally accepted ideology. 
A democratic regime does not appear to be conducive to the 
practical realisation of Socialism for the simple reason that dis- 
tuptive forces of self-interest are likely to remain very powerful 
in a democracy. Yet, for obvious reasons, countless people have 
dreamt of and are still dreaming of an era of Democratic 
Socialism in which people will, of their own accord, subscribe 
to a common ideology of harmonious living and the State will 
be the agency to look after the realisation of their common 
interests. 


Unregulated free enterprise was responsible not only for 
various kinds of social conflict, but was found to have other 
defects as well. One of these defects, pointed out by the eco- 
nomist Lord Keynes after the Great Depression of the 1930's, 
was the tendency in a system of free enterprise for deficiency in 
the general demand for goods. This arose because in such a 
system investment activity depended upon individual judgments 
of would-be investors, while the public might tend to save more 
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than what the investors were planning to invest. An excess of 
ex ante saving over ex ante investment was bound to depress’ 
the economy. The only way of escape from such depression was 
to bring about some amount of co-ordination in investment 
decisions so that the quantum of investment would not fall 
short of the saving that was likely to arise in the case of full use 
of the productive capacity of the economy. This Keynesian 
argument for co-ordination of investment decisions has been 
frequently used in the years following the Great Depression to 
denounce the free enterprise system and to argue for a measure 
of economic planning. 

To the Keynesian argument for investment planning a num- 
ber of new theoretical arguments have been added by other 
economists purporting to justify almost a total planning of 
every type of economic activity. Most of these arguments were 
developed in connection with discussions of the economic deve- 
lopment of the world’s backward areas and hence are specially 
relevant to the Indian situation. First, there is the important 
argument based on the External Economies of production. In 
a situation where the establishment of one or two industries 
may not be profitable, the simultaneous establishment of a large 
number of related industries may make all of them highly 
remunerative. Only a planned economy can make this possible. 
Secondly, there is the Conservation of Resources argument. 
Wasting reasources, (€-.2., minerals) can be more effectively uti- 
lised if they are studied in relation to both present and future 
needs, rather than with an eye to the present level of demand 
alone. Only in a planned economy is such advance thinking 
likely to be undertaken. Thirdly, there is what may be called a 
Basic Investment argument. Certain types of investment are 
basic in the sense that they form the nucleus around which other 
secondary forms of investment will cluster. If a road is built, 
many people will invest in carriages and buildings along the 
road. Until the road is built nobody will even think of these 
latter forms of investment. Private enterprise, it is argued, will 
not take any interest in these basic forms of investment since it 
is often very difficult to realise a price for the use of their ser- 
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vices. Even when a price can be charged, the likely return is 
often deferred until the secondary investments have been deve- 
loped and properly utilised. Only in a planned economy where 
there is no hurry in making profit can such basic investments be 
undertaken on a large enough scale. Lastly, a planned economy 
is supported on the ground that it is one method of worker and 
‘consumer participation in economic administration. Arbitrary 
decisions by individual owners can be replaced by socially accep- 
table policies adopted after mature deliberation. 


Thus even when the realisation of Socialism is not the 
immediate goal, economic planning may come to be supported 
on other grounds described above. The achievements of a 
planned economy in Soviet Russia and more recently, in the East 
European countries and China, have convinced many people that 
planning of economic activities can, under appropriate conditions, 
yield quicker and better results than unregulated free enterprise. 
But the importance of the proviso that appropriate conditions 
for planning will have to exist should also be stressed. There 
may be powerful factors operating in the economic environment 
of a country which are inimical to the successful operation of an 
economic plan, The removal of these factors will prepare the 


ground in which an economic plan can flourish and its objectives 
can be fully realised, 


SOME PITFALLS OF PLANNING 


Much also depends on the nature of the economic plan itself. 
It is quite natural that when the structure of an economy 
becomes complex and subject to incessant changes, some sort of 
advance thinking becomes necessary to resolve that complexity 
and to prepare the society for those changes. Such preparation 
or planning is part of the normal activity of every rational human 
being in such societies. Dynamic societies have no place for men 
wih static outlook and unable to think out their problems in 
advance. What distinguishes State planning from such private 
planning is merely the greater scope of the activities taken into 
account by the State. But once the scope of planning is thus 
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enlarged, the danger looms large that the planners may fail to 
take account of the complex interrelations involved in the eco- 
nomic structure. A plan which is too simple in relation to the 
problems it has to deal with is certain to create more complica- 
tions than it can solve. Such a plan, instead of smoothing out 
the difficulties, may even lead to greater disruption in the eco- 
nomy than the total absence of State planning would have done. 
On the other hand, it is quite possible that where private plan- 
ning is inadequate or of the wrong type, State planning may be: 
very useful for imparting a dynamism into the economy. The 
plan which the State launches has always to be judged with refe- 
rence to the type of private planning which it seeks to supple- 
ment or supersede. There is no virtue in State planning as such; 
one has to consider its alternative in the form of private planning 
and decide whether the particular plan initiated by the State is 
able to offer a better solution to the problems of the day than 
unregulated private enterprise would have done. 

Planning of economic activities by the State is also exposed: 
to the risk that it may undermine the sense of individual respon- 
sibility and encourage the comfortable idea that the plan will take: 
care of everything without any exertion on. the part of the indivi- 
duals concerned. If this happens in any measure, the success of 
the plan itself is jeopardised. No amount of advance thinking 
and planning can be a substitute for efficiency and enterprise in 
the field of work. But once the emphasis is shifted from working 
to planning, the latter may become a pleasant pastime and the 
need for hard work may be dismissed as the unpleasant concert 
of an indefinite future. 

In under-develpoed countries requiring enterprise and hard 
work above everything else, devotion of too much time and 
effort to the chalking out of plans may be one form of economic 
waste. It is not possible to calculate whether this waste is, in 
any particular instance, greater of smaller than the wastes arising 
out of free private enterprise. But one should be aware of the 
fact that when a lot of time and effort are taken up for planning, 
so much the less is left over for implementing and realising the 
objectives of the plan. 
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Two ASPECTS OF AN ECONOMIC PLAN 


An economic plan is at once a programme of action and an 
instrument of regulation of free private enterprise. The deficien- 
cies of a plan may arise either from the inadequacy of its pro- 
grammes, or from the ineffectiveness of its regulatory measures. 
The programme of action may be partial, inconsistent in its parts, 
-r may embrace such a range of activities as cannot be com- 
pleted within the specified period of the plan. The regulatory 
measures may be so conceived as to leave either too great or 
too little a degree of freedom to private enterprise and the work- 
ing out of the plan may be thus hampered. Many plans leave their 
programmes incomplete because they hesitate to exercise their 
regulatory functions. They are little more than a-list of public 
development projects. Many other plans take up their regulatory 
functions in such earnest that their programmes of action are 
upset for that very reason; they end up by being planned eco- 
nomies with no enterprise. The correct plan is one where a 
comprehensive and consistent programme of action is sought to 
be implemented by carefully harnessing enterprise for the success 
of the plan. 


It is often said that even a good plan may achieve little 
through poor implementation. A plan is only a programme of 
action and not a guarantee for action. Nevertheless it may be 
contended with some force that no’ plan can really deserve to be 
called good if it has not made proper provision for the effective 
realisation of its targets. The agency that will implement the 
plan is as much a part of the materials that the plan has to work 
with as anything else. A plan that ‘counts its chicken’ before the 
incubator is ready for service does not deserve the name of a 
good plan. 


IMPORTANCE OF PLAN OBJECTIVES 


The economic plan of a country is important only in terms 
of the objectives which it seeks to realise. A plan is the instru- 
ment through which important objectives, unrealisable under free 
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private enterprise, are expected to be realised. These objectives 
are usually stated explicity in the form of, 

(a) a higher rate of growth than was being realised in the 
absence of the plan, 

(b) a greater degree of economic equality than was possible 
under free enterprise, 

(c) fuller opportunities of employment for the growing 
labour force of a country, 

(d) larger provisions for capital formation as one of the 
principal methods for accelerating the rate of growth. 

A Planned Economy is‘not an ideal in itself. Its usefulness 
is to be judged only by the extent to which it succeeds in mitigat- 
ing the evils of unregulated free enterprise by realising any or all 
of the above objectives. In most under-developed countries an 
economic plan is to be conceived not simply as a substitute for 
private enterprise, but also in addition as a potent instrument 
through which enterprise can spread to non-traditional forms of 
economic activity. 


OBJECTIVES OF PLANNING IN INDIA 


Jn an underdeveloped country like India the chief objective 
of an economic plan is to bring into existence new forms of pro- 
ductive capital which will add to people’s income, give them 
adequate employment and remove the problems associated with 
mass poverty. The over-populated under-developed countries 
suffer from a shortage of all types of productive capital equip- 
ment, This shortage of capital compels too many people in these 
countries to eke outa precarious living from the land. Underem- 
ployment and unemployment get embedded in the structure of 
such economies. The only way to offer greater work-opportunities 
and better standards of living to the people is to equip them 
with additional capital. The accumulation of capital must pro- 
ceed at a pace which compares favourably with the rate of growth 
of population. The types of capital created must be such as to 
contribute effectively towards .a higher level of living for the 
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people. The accumulation of capital, however, is no easy task 
for poor countries, as we shall see. They are prevented by their 
very poverty from attaining a desirable rate of capital accumu- 
lation. It is by no means always necessary that the whole of the 
necessary capital equipment should be constructed within the 
developing country. Some part of it may be obtained from 
foreign countries in exchange for an export of consumable goods 
and in favourable circumstances quite a considerable part may 
be obtained as loan or aid from abroad. But whatever may be 
the actual method of capital installation in a country, a larger 
and more potent capital base is an indispensable condition of 
economic development. The primary aim of economic planning 
in a backward country is to achieve in various ways a more 
rapid rate of capital formation than what would have been 
possible without the plan. The success of the plan is to be 
judged mainly by the advance it registers in respect of capital 
formation as compared with the period before the plan was 
launched. 


It is also important to ensure that the new capital that is 
created does not add to the wealth of people who are already 
very rich, for the poor countries already suffer from a great deal 
of inequality in the distribution of wealth. Similarly the flow of 
income from the new investment projects should be better dis- 
tributed than the income which is available for distribution at 
present. The large gap that already exists between the standards 
of living of the different sections of the people in these countries: 

»should not be further widened. Measures should be taken to 
bring the levels of living of the poor closer to those of the rich 
and middle classes. One of the principal ways in which this can 
be done is by creating better employment opportunities for the 
many poor people who have to suffer for the lack of such oppor- 
tunities. Also, if they are to be absorbed into better paid em- 
ployment their educational levels will have to be raised and new 
skills will have to be imparted to them. General standards of 
medical care will have to be raised if people are not to remain in 
enforced idleness and consequent poverty. Thus all the pro- 
grammes included in an economic plan must concertedly attack 
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the problem of mass poverty from which the underdeveloped 
countries have so long suffered. 


The realisation of these objectives depends ultimately on the 
rate of creation of additional wealth as well as on the forms of 
the new wealth created. Without a sufficient acceleration of 
the rate of creation of new wealth, poverty cannot be liquidated. 
At the same time if the new wealth takes the form of lavish 
residential houses, luxury cars, fancy dresses and so on, the 
additional wealth will not be able to add to the comforts of the 
masses. Thus both the rate of wealth creation and the type of 
wealth created will be equally important in determining how far 
economic plans will be able to realise their declared objectives. 


ALTERNATIVES IN PLANNING 


In attempting to raise the rate of growth of an economy, two 
main alternative paths may be followed. The people, specially 
the richer sections of the people, may be forced against their will 
to save and invest more than what they would otherwise have 
done, or the State may take away from them in taxes more than 
what they were willing to save and then invest these in useful 
projects. Such methods of planning are bound to give rise to 
some amount of social disturbance, since the richer classes may 
not accept without protest the additional burdens imposed upon 


them. 


The above method of planning by compulsion is likely to be 
replaced in democratic countries by planning through persuasion 
and inducement. All classes of people may be enthused into 
saving for future through powerful propaganda in favour of such 
saving. Alternatively, the offer of higher interest rates and other 
devices (e.g. prizes in a lottery) may be employed to induce 
people to save more. The extra saving is then put into produc- 
tive use either by the State itself or by private entrepreneurs 
with financial support from the State. 


In India the emphasis is largely on methods of persuasion 
and inducement, although some amount of compulsion has also 
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been exercised by placing additional tax burdens on the more 
affluent classes. When taxes are imposed in such forms that they 
can be either evaded or passed on to others in the form of higher 
prices, unfairness is bound to result from the operation of the 
tax system. Even when using methods of compulsion, the State 
cannot remain indifferent to considerations of equity and fairness 
among different sections of the taxed public. One reason. why 
a plan may become unpopular may lie in the unfair apportion- 
ment of the burden of taxation which accompanies the plan. : 


Just as there may be differences in the methods of raising 
funds for investment, so there may. be differences in the degree 
to which the State exercises control over the disposal of the inves-' 
tible funds. Two extreme alternatives may be distinguished, In 
one kind of planning, called Indicative Planning, the State simply 
indicates to private investors the different ends to which investible 
funds can be most usefully put, but does not control them any 
further. Such plans are implemented in full only in so far äs 
there is mutual understanding between the State and the investing 
parties. In the other type, called Imperative Planning, the State 


not only decides on the uses to which investment funds should’ 


be put, but also forces the investors to abide by those decisions.’ 
Various rewards ‘and penalties are’ provided for fully supporting} 
or failing to support the State plans in this respect. In most 
countries, however, actual planning operations fall in between’ 
these two extreme forms. In India, for example, the State has’ 
almost complete control over certain forms of investment, parti- 


cularly in large-scale industry, whereas its control over other, 
forms of investment, as in agricultural activities, can be exercised. 
only indirectly, Indian Plans, however, carry indications even. 
for agriculturist investors as to how their funds could be most. 


effectively utilised. 


CHAPTER 3 
SOME ECONOMIC PROBLEMS IN PLANNING 


In countries like India both the rate of growth of output 
and that of employment depend on the rate of capital forma- 
tion. The scope for creating additional job opportunities is 
extremely limited so long as the rate of capital formation cannot 
be stepped up. The marginal product of labour on existing 
capital and land resources is certainly very low, and may not be 
much above zero in overcrowded agricultural areas or in tradi- 
tional’ handicrafts. In other words, a considerable amount of 
‘disguised unemployment’ now prevails in the non-capitalist 
segments of the economy. In the capitalist segments employment 
will of course; be governed by marginal productivity considera- 
tions and a low marginal product naturally gives rise to ‘open’ 
unemployment. In general, then, new capital formation remains 
the only way to raise labour’s marginal product and therefore its 


chances of employment. 


Similar remarks apply to the rate of growth of output. in 
some areas there may be scope for raising output without 
raising the amount of capital per head of labour, simply by a 
better distribution and arrangement of work. But the chances 
are that any significant increase in production and produc- 
tiviy will call for some addition to capital resources and only 
very poor results can be obtained if the necessary capital is 
not made available to the labour force. Thus, from every 
point of view the stress on capital formation in our Five Year 
Plāns is most appropriate. Yet one must also take into account 
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the difficulties that exist in the way of capital formation as well 
as the obstacles to the fullest utilisation of the new capital 
resources that may come into existence. 


PROBLEMS OF CAPITAL FORMATION 


The extent of capital formation in any country is limited 
in the short period by the amount of productive capacity 
devoted to the construction of capital goods. In the poorer 
countries of the world almost the whole of productive capacity 
is taken up with the extraction of primary products. Back- 
ward methods of food production and the inability to replace 
craft methods by advanced technology necessarily imply that 
too large a portion of manpower has to be devoted to -the 
procuring of essential consumption goods. The production of 
capital goods, except of the simplest types, remains beyond the 
capacity of such economies. 


This capacity can be enlarged either as more manpower 
comes into being or by drawing workers away from primary 
production to capital construction. But in both cases the 
workers engaged in capital formation have to be ‘maintained at 
work by drawing upon the supplies of ‘wage goods’ produced 
by the rest of the workers. Capital formation is thus possible 
only if the supply of wage goods is larger than the consumption 
requirements of ‘wage goods’ producers. Since the number 
of workers engaged on the production of wage goods is assum- 
ed not to increase, the extra wage goods required for supporting 
workers in capital construction can be obtained either through 
an increase in the productivity of the former group of workers 
or through a reduction in consumption standards so that a 
smaller supply of wage goods can satisfy the requirements of an 
identical number of consumers. In addition to these two ways 
of supporting capital formation, there may be a third, namely, 
that the workers engaged in producing wage goods may devote 
extra hours of work to the construction of capital goods. What- 
ever may be the actual method of capital construction, its essence 
consists in the emergence of surplus productive capacity over 
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and above what is needed for satisfying actual consumption 
requirements. 


The devotion of productive capacity to purposes other than 
consumption is called Investment. It is but another name for 
the emergence of a surplus of production over consumption 
which we generally call Saving. Investment and Saving are 
not really two different things. They are only two different 
names for the same phenomenon. 


The devotion of some part of productive capacity to capi- 
tal formation involves, as we have seen, certain necessary chan- 
ges in the production and consumption of wage goods. While 
the supply of wage goods remains at best unchanged or is eyen 
reduced, the demand for wage goods tends to outrun supply. 
In the best of circumstances, the construction of capital goods 
calls for certain sacrifices in respect of the enjoyment of con- 
sumption goods. This sacrifice can, be said to be willingly borne 
by the members of the community if it is found that the voluntary 
savings of individuals add up to the total value of the investments 
undertaken ; in other words, the portions of their incomes which 
people willingly lay by for the future; are sufficient to pay for the 
extra capital goods produced. But there are circumstances in 
which people’s desire for consumption goods is to be forcibly 
reduced in the interest of greater capital construction—by impos- 
ing taxes on consumption, by raising prices of consumption goods 
to very high levels or by introducing a system of rationing in 
respect of these goods. A larger part of total productive capa- 
city can, then, be devoted to the construction of capital goods. 
Saving is thus ‘created’ to match the Investment. 


Jt will not be correct in all cases to assume that the entire 
productive capacity of a country is continually taken up either 
in the production of consumption goods or in the construction of 
capital goods. Sometimes there are slacks to be made up and 
in favourable circumstances, both consumption and investment 
can be simultaneously increased. In the densely populated 
agricultural countries, however, such favourable circumstances 
hardly exist since the limits of wage goods production with 
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existing techniques have been already reached. Recourse to 
advanced techniques can be had only after a phase of intensive 
capital construction and during this phase it will be impossible 
„to escape the pressure upon existing supplies of wage goods. 
In these countries a more or less prolonged period of capital 
construction, with considerable hardship during this period, 
appears to be the only way of taking a leap across the techno- 
logical frontier. This hardship can, however, be reduced to a 
certain extent if foreign capital assistance is made available to 
these countries in the early stages of their intensive constructional 
effort. 


CHOICE OF TECHNIQUES 


.The same amount of effort or sacrifice for capital construc- 
tion can give rise to different forms of capital resources, depen- 
ding upon the technology adopted. Thus a thousand spades 
and a bull-dozer may call for the same amount of initial outlay 
(in real terms or in monetary terms), but their impact on the 
economy will be exceedingly different. Looking at the matter 
from the viewpoint of employment, it will be obvious that the 
spade-technology will create employment for a larger section 
of the population than the bull-dozer one. It is also very likely 
that the use of spades will not be able to perform satisfactorily 
certain types of work that the bull-dozer will be able to do, 
and to that extent the pattern of output will also be different. 


Types of capital constructed may also differ according to 
the period required between the initiation of the capital pro- 
ject and the achievement of the final result, The period of 
hardship will be shorter if the gestation period of capital and 
the fruition lag can be cut down by the adoption of appropriate 
techniques, Normally, however, the longer the period of 
waiting for the result, the greater is the value of the result, 
Therefore, there has to be some sort of a trade-off between the 
period of waiting and the outcome of the capital construction 
process. When people can be coerced or persuaded to wait 
very long for results, the final result is almost invariably better 
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than’in the case when people are impatient for quick results. 
But the’ period of waiting itself may vary according to the 
intensity of effort put into the work of capital construction 
and. the organisation of work. Slackness in effort or weakness 
in organisation methods can make the period of waiting longer 
than would be otherwise necessary. 


In a poor country where the majority of the people are not 
in a position to wait long for impressive results, it may be 
advisable to initiate planning with easy-to-organise quick- 
yielding projects. By utilising these as the stepping-stone for 
the next advance in technology, the people can move forward 
slowly but steadily. On the other hand, if a huge capital 
construction programme with a very long gestation lag is 
thrust upon the people, their patience may be soon exhausted 
and social unrest may follow. 


CAPITAL FORMATION AND PLANNING 


What reason is there for believing that economic planning 
can raise the rate of capital formation markedly above the rate 
attainable under a system of private saving and investment ? 
Surely a planned economy will have to contend with the same 
basic difficulties, for example, low saving capacity of the majo- 
rity of the population, as the private enterprise economy was 
struggling against? It is true that stepping up the rate of saving 
for capital formation poses a major problem in any planned eco- 
nomy. The introduction of State planning can, however help 
the situation in a number of respects. First, the State can 
exercise its taxing powers to curtail consumption and thus get 
resources released for the purpose of investment. The private 
entrepreneur has to depend largely upon funds voluntarily plac- 
èd at his disposal by the savers. Secondly, the State can borrow 
at a cheaper rate as compared with private entrepreneurs and 
can keep down the cost of investment, enabling the same resour- 
cés to go a longer way in the construction of .capital projects 
Thirdly, the State can, by an appeal to patriotic motives, 
bring about some _ voluntary cut in consumption; or it can 
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check the output of consumption goods, introduce rationed 
distribution of such goods and thus add to the supply of investible 
resources. Fourthly, the State can, if it so chooses, set up 
capital construction projects with the help of newly created 
money allowing the workers in these projects to compete freely 
with other workers for the given supply of wage goods. Private 
entrepreneurs are not in a position to create money, though 
the development of banking habits has enabled them in mosi 
countries to take advantage of a process which is not unlike 
that of money-creation on the part of the State. Lastly, the 
State can choose a pattern of investment which is more productive 
of social benefit than the un-coordinated investment plans of a 
host of private enterpreneurs. It is expected that this will make 
more funds available for re-investment in future and so accelerate 
the pace of capital formation. 


But there is also the other side of the coin. The State 
may successfully curb the consumption of the public, but it 
may not be able to check a rise in its own normal expenditure, 
The result is that private consumption is replaced by public 
and the rate of capital formation remains at the same level as 
before. Again, while the State can raise larger funds at a 
cheaper cost, these funds may be used ineptly leading to no 
larger amount of capital construction than before. The State 
may also be more vulnerable than private entrepreneurs to 
demands for increased amenities on the part of workers, so that 
it cannot pursue single-minded the aim of stepping up the rate 
of capital formation in the country, 


There is no necessary and invariant relation between a 
high-investment and a planned economy. Britain, Japan, the 
United States and West Germany in recent years were able to 
attain very high rates of capital formation under a system of 
almost unregulated private enterprise, though not without con- 
siderable encouragement from the political authorities in their 
Tespective countries. The planned economies in Soviet Russia 
and Eastern Europe, however, have been able to step up''their 
tates of capital formation much more rapidly and sustain such 
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high rates steadily over a much longer period than the majority 
of the capitalist countries have been able to do. Naturally the 
question arises whether planning is not an indispensable method 
for building up the capital base of a country in the shortest 
possible time. But even if one admits that planning, in some 
of its forms, can accelerate the pace of capital formation, it does 
not follow (a) that all methods of planning will be equally 
efficacious in this particular respect and (b) that simply by 
stepping up the pace of capital formation can be optimum 
combination of consumption and investment be reached. The 
costs of capial formation will have to be measured in foregone 
leisure and consumption and to what extent such costs can or 
ought to be imposed upon the population will have to be decided 
by the collective political judgment of the community. In a 
planned economy such judgment can be centralised in some 
measure and that is surely an advantage. Pressures from dis- 
gruntled consumers, however, can warp this judgment in a 
democratic community, whereas a totalitarian State enjoys the 
advantage of putting its judgment into effect much more readily 
and immediately. 


Tue CAPITAL-OUTPUT RATIO 


Production with the help of more capital generally increases 
the output per worker. This increase in labour productivity 
is the foundation of national prosperity. The relation between 
the capital added and the extra output realised is not, however. 
a purely technical relation. It can vary considerably according 
as the capital is used with different degrees of skill by the 
attendant labour force. Training of the labour force thus 
acquires an importance, only next to capital formation, in build- 
ing up the productive capacity of the economy. Labour and 
capital also interact in determining the future course of techni- 
cal progress in the country. Capital, used with intelligence, 
will indicate to the workers concerned how its functioning can 
be modified for better results and thus the range of technical 
choices will become wider. Economists are continually debat- 
ing how far increased productivity is due to capital growth, 
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greater supply of skilled labour or technological advancement 
over a period of time. In fact, these factors are almost inextric- 
ably interrelated. Without a technologically inclined labour 
force, in particular, capital formation will not by itself lift a 
country out of economic stagnation. The capital-output ratio 
will tend to remain high. ‘ 


In course of time the capital-output ratio will tend to rise 
for a different reason too. The most productive uses of capital 
are likely to be adopted in the early stages of capital forma- 
tion, while subsequently capital will have to be employed. in 
less effective ways. This tends to raise the capital-output ratio, 
unless technical improvements of a capital-saving type occur 
to neutralise this tendency. It appears that in recent historical 
experience these two opposing tendencies have just counter- 
balanced each other and the capital-output ratio has remained 
remarkably constant in the advanced countries over a period of 
years. But this may have been a fortuitous result of the pre- 
valent kind of technical progress. In India we have to be pre- 
pared for a considerable increase in the capital-output ratio as 
the development process grains in momentum, simply because 
we have to start from a low capital-using technology. 


It has been suggested that, in view of the abundance of 
unskilled labour in this country, we may persist with low capi- 
tal-using technologies for a much longer period than was possi- 
ble in the countries where population growth was slower in the 
early stages of their development. Capital as a substitute 
for labour could be useful in the countries where labour was 
telatively scarce, but in India the situation is altogether diffe- 
rent. Here low capital-labour ratios are not so difficult to adopt. 
But low capital-labour ratios need not imply low capital-output 
tatios as well and if they do not, then the increase in the output 
per head of labour will be insignificant,* although we could cut 


* The capital-output ratio (K/O) is the product of the capital- 
labour ratio (K/L) and the labour-output ratio (L/O). A low value 
of the capital-output ratio can be derived from various combina- 
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down on the costs of capital formation. Thus, while every effort 
should be made to keep the capital-output ratio low, use of 
capital must not be avoided to such an extent that the output 
per capita remains stagnant or even declines. For all practi- 
cal purposes, therefore, the problem of capital formation must 
remain in the forefront of all the economic problems involved. 
in development planning and attention should be directed 
towards spreading the unavoidable cost of capital formation as- 
equitably as possible over different social classes and as gradually 
as possible over successive periods of planning. 


PLANNING AND THE PRIVATE SECTOR 


The private enterprise economy need not altogether fall 
into disfavour even when planning has been adopted as the 
means for raising the rate of capital formation in a develop- 
ment-seeking economy. There are a number of points in 
favour of private enterprise, such as its greater flexibility and 
comparative freedom from entanglement with routine adminis- 
trative matters, which suggest that private entrepreneurs may be: 
utilised to bring about the optimum amount of decentralisation 
in an otherwise centrally planned economy. It is necessary, of 
course, that private enterprise should accept the goals set out 
by the planning agencies and co-operate to the fullest extent 
in realising those goals. Any difference in outlook in respect 
of these fundamental matters must obviously upset the opera- 
tion of the plan and then, almost inevitably, lead up to a 
demand for the abolition of private enterprise in the interest of 
the plan itself. 

To what extent private enterprise will proye amenable 
to the discipline of planning will depend very largely on the: 


goals actually adopted by the agencies responsible for planning. 


tions of the other two ratios. We should not ignore the L/O ratio: 
which has to be lowered over time, either by increasing K/L or 
by lowering K/O. In trying to seek lower values for K/O we 
may have to cut down K/L simultaneously, so that no change occurs 
in the ratio L/O. Yet a lower L/O is basically more important to 
secure than either lover K/O or lower K/L. 
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So long as such goals do not disturb unduly the expectations 
with which private enterprise follows its course, no prolonged 
conflict need arise between the central planning agencies and 
the entrepreneurial groups. In fact, the latter may welcome 
planning because it imparts greater steadiness to- the economy 
and thus reduces the uncertainties that often haunt private 
enterprise. But once the goals pursued by the planning agencies 
Tun counter to the accepted philosophy of life of the private 
entrepreneurs, seeds of conflict are sown. This conflict usually 
takes the form of a claim for material incentives by the few as 
against the claim for a diffusion of material prosperity, irrespec- 
tive of personal contributions, among the many. In short, so 
long as planning remains oligarchic in nature and the accustomed 
material incentives are not too much interfered with, the pri- 
vate sector is usually prepared to co-operate with the planning 
agencies. But once planning begins to acquire a more demo- 
‘cratic flavour, the rapport is frequently lost. 


In some democracies private enterprise has joined hands 
with the State in securing certain social goals in the fields 
of education, health and social security. These are the so-call- 
ed Welfare States. Such Co-operation, however, proved possi- 
ble only because the private sector of the economy could at first 
develop in its own way and hence was prepared to share some 
of its prosperity with the rest of the community. In a country 
like India such welfarism is difficult to organise simply because 
the prosperous oligarchy is too small in relation to the needy 
mass of humanity in the country. It is possible that a period 
of co-operative endeavour between the planning agencies and 
the private enterprise economy will lay the basis of a Welfare 
State in India. The beginnings of this are already there. But 
the burden of welfare measures might prove too much for the 
private enterprise economy in the early stages of development 
and their refusal to co-operate with welfare measures could 
precipitate a crisis in the relation between the State and the 
private sector. 


This difficulty of the capitalist democracies has led many 
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people to the conclusion that the abolition of the private enter- 
prise economy is the logical sequel to the adoption of any worth- 
while plan of economic development. In short, planning has: 
to be socialistic if it is to be truly democratic. The develop- 
ment of the public sector thus becomes an important element 
in the goals of planning. In India although the private sector 
has not yet been altogether written off, the need for a ‘socialistic 
pattern of society’ has been recognized at least since the middle 
1950's. This is not a hybrid system, as some people imagine. 
In it the State assumes the leading role and private enterprise 
is permitted to continue only in so far as it conforms to the 
guidelines laid down by the State. There is also the implica- 
tion that, as time goes on, the relative importance of public 
executive agencies will grow at the expense of private enterprise. 
As an ideal this is superior to forthright abolition of private 
enterprise, if only because public executive agencies take time: 
to develop and reach their full measure of efficiency. In practice,. 
however, such gradualism has its own dangers. 


Tue MixED Economy : SOME PITFALLS 


The main danger of a gradualism approach to the problems. 
posed by the existence of private enterprise lies in the possibi- 
lities of the State apparatus coming under the influence of a 
coterie of private entrepreneurs. The public administrative 
organs come to depend upon the private enterprise system in a 
number of ways. First, when private and public economic units 
operate side by side, the successful functioning of the latter will: 
often become conditional- on the support received from the 
former. This support may not be forthcoming so long as the- 
public sector units do not agree to operate at the behest of the 
private units. Secondly, some of the uncertainties and contra-- 
dictions that characterise the private enterprise system come to 
infect the public agencies as well and a system of public enter- 
prise with a superior set of norms and values fails to emerge. 
Thirdly, the private enterprise system can become the benefac- 
tors of powerful political groups in the country and thus sur-. 
reptitiously try to distort the political will to exercise regula- 
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tion over the private oligarchical groups. Thus, though ideally 
the Socialistic Pattern of Society can be ushered through the 
Mixed Economy system, yet the means adopted may not neces- 
‘sarily lead to the ends proclaimed. The Mixed Economy may 
turn out to be the mixture of entirely incongruous elements and 
‘consistency in the economic plan can be restored only by remov- 
ing the incongruities. 


On the other hand, the State will often find that it cannot 
lay down effective guidelines for the private enterprise system, 
unless it is prepared to suit its plan to the needs of expansion 
of the private enterprise system. An attempt to contain the 
private entrepreneurs within pre-defined limits is generally 
‘doomed to failure, because the private enterprise system needs 
to grow in order simply to maintain itself in running: order. 
Hence any decree that seeks to limit gradually the sphere of 
‘operation of the private entrepreneurs will either be evaded or 
will produce a stalemate. The ideology of a Socialist pattern 
‘of Society proves injurious for the in-breeding process that is a 
part and parcel of capitalist development. i 


The case for complete abolition of private enterprise is 
thus quite strong, if the goals of public policy embodied in an 
economic plan are to be fully realised. Yet many. States in 
the early stages of development are understandably hesitant in 
the matter of expansion of the public sector, so long as private 
entrepreneurs are willing and ready to assume the responsibility 
of plan execution. By following this easy path they certainly 
avoid some of the organisational problems which they -would 
otherwise have to face, but the cost generally outweighs the 
benefits. It is not our intention to suggest that the public-sector 
is infallible, or that its motives are in all cases above reproach. 
What is suggested is simply that by delaying the evolution of an 
appropriate organisational structure in the public. sector, -the 
Mixed Economy only stores up troubles for the future, though 
it provides some immediate relief to the -public administrative 
apparatus. “es 


ee 
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PUBLIC ENTERPRISE AND SOCIALIST PLANNING 


We have in effect argued above that a public enterprise 
system is a sine qua non for genuinely socialist planning. But 
we have also to note that the establishment of public enter- 
prises in some of the key sectors of the economy offers no 
guarantee that socialist goals will in fact be pursued. Public 
monopolies may be utilised for purposes other than for optimum 
production and the most equitable distribution of the essentials 
of life. They can easily become the symbols of State power and 
turn out articles that supposedly enhance the national prestige 
but fail to satisfy the basic needs of the major sections of the 
community. Such debasing of public enterprise makes a mockery 
of proclaimed socialist goals. Because socialism has often been 
defined as a system of nationalised enterprises, the public are 
duped into believing that a socialist system has been established 
as soon as private entrepreneurs have been barred from impor- 
tant economic activities. This is turning ‘counterfeit’ socialism 
into the genuine thing by the magic of State propaganda, because 
ideologically socialism aims at the ‘withering away’ of State 
power and not at its magnification. The greatest socialist 
thinkers have fought for the establishment of a society where 
man’s exploitation of man will end. A public enterprise system 
which fails to work for the realisation of this goal must be dub- 
bed as anti-socialist ; its only purpose will be to act as an ad- 
junct of State power. 

` A plethora of public enterprises will surely fail to end the 
anarchy of production and distribution if they try to fend for 
themselves only, without being imbued by a common philosophy 
of mutual sustenance. A variety of socialism, known as 
‘syndicalism’, proclaims the right of the workers in a public 
enterprise to have full control over its affairs. The usual con- 


sequence of subscribing to this view is an outbreak of conflicts 


among different sections of the working class. Planning aims 
at the resolution of all such conflicts through mutual discussion, 
enunciation of sound principles ‘of resource use and the propa- 
gation Of conflict-resolving ideas which prove acceptable in a 
background of steady growth. Public enterprises without a 
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plan to guide them can produce a worse chaos than is ever likely 
to arise under a regime of private enterprise. In the latter case 
there will be some kind of discipline imposed by the market ; 
in the former case complete anarchy may come to prevail. The 
number and variety of public economic agencies should not 
delude us into believing that the economy is properly planned 
and its goals are socialistic. 


PROBLEMS OF PLAN IMPLEMENTATION: THE ROLE OF FINANCE 


An economic plan is not simply a co-ordinated programme 
of action. In its oher aspect it is an instrument for making 
economic agents behave differently from what they would have 
done out of their own unregulated motives. The problem of 
plan implementation is in the last analysis a problem of supplan- 
ting and sublimating some of the commonest motives that actuate 
men in their economic dealings. How are the planning agencies 
expected to undertake this very important part of their responsi- 
bility 2 

Certain parts of the plan may be implemented by adminis- 
trative orders and legislative enactments. For example, a new 
public economic agency may be set up for the execution of a 
specific project. But this usually represents only the first, and 
often the least significant, step in the plan implementation process. 
The more important task is to subsitute new goals for existing 
ones and the new goals are generally more exacting than 
the ones that were already being followed. Administrative 
decrees will not generally succeed in changing people’s attitudes 
and normal motivations, unless these are reinforced by pressures 
and inducements. The pressures may take the form of politi- 
cal recognition or titles and honours. But these methods call 
for a vast policing and monitoring staff, while the penalties and 
rewards meted out may come to be regarded as partisan and 
entirely based on administrative caprices. It is, therefore, 
unusual for any planned economy to rely entirely on central 
directives for the implementation of the plan. The commonest 
alternative is to rely on financial inducements and deterrents. 

An economic plan seeks to deflect the pattern of resource 
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use from the usual channels through its accompanying financial 
plan which imposes penalties in the form of taxes and fees on 


undesirable uses of resources but offers inducements in the form 


of remission of taxes or by way of grants and subsidies on the 
more desirable uses. By making use of the financial instru- 
ments, the planning agency avoids the necessity of detailed 
scrutiny of the different segments of the economy and throws 
the responsibility of plan implementation on the segments them- 
selves. Looked at in this way, financial measures enable plan- 
ning to enjoy some of the advantages of decentralisation of 
decisions. Not only in an economy where private enterprise is 
permitted, but even in an economy where there are nothing but 
public-sector economic agencies, financial pressures and incen- 
tives can be appropriately used to ensure that the implementing 
agencies conform to the principles laid down in the plan. 
Finance can also be a useful handmaiden to planning when 
resources lie idle for the lack of an initial impetus, Financial 
institutions can be so designed that they can locate new oppor- 
tunities of investment and thus be of considerable assistance to 
the planning agency itself in devising a suitable plan for accele- 
tating investment. 

But financial controls may not be enough in an economy 
which is largely non-monetised, or where finance is largely 
personal and secretive instead of being open and institutionalised. 
In India financial inducements have conspicuously failed in 
diverting additional income from consumption to investment, 
which was and still remains an indispensable, though not a 
sufficient, condition for speeding up both output and employ- 
ment in the country. In such countries financial measures must 
be suitably supplemented by physical controls, administrative 
regulations and effective propaganda among the affected people 
if the goals of the plan are to be realised in the shortest possi- 
ble time. Of course, to achieve results it is a prime requisite 
that the goals adopted by the planning agency should appear 
as fair and equitable to large sections of the community, When 
the general feeling is that the plan is for the benefit of the few,- 
while it calls for sacrifies from the many, implementation must 
face truly insuperable hurdles. 


F=3 


CHAPTER 4 
TECHNIQUES OF ECONOMIC PLANNING 


The basic task of an economic plan is to alter the pattern of 
resource use and, if possible, to intensify such use with a view 
to securing certain socially desirable ends. The resources 
under consideration are: land and minerals, labour skills of 
different types and the inherited capital base of the community. 
By leaving the use of these resources to private enterprise a 
unmber of social ends remain unrealised. The planning agen- 
cies are, therefore, instituted to improve upon the performance 
of the private enterprise system. They are to offer an alter- 
native organisational base for the mobilisation of the community’s 
resources. So long as private enterprise remains responsible for 
the use of the comunity’s resources, decisions about resource use 
must remain un-coordinated and each individual decision must 
be taken in an aura of uncertainty. The planning agencies are 
expected to remove the uncertainty by chalking out a plan for 
resource use. 


Although planning may be undertaken with many different 
ends in view, for an underdeveloped country like India the most 
important end must be the removal of poverty by putting 
resources more effectively into use. Poverty can be mitigated 
to some extent also by reducing the inequality of incomes, but 
this can be generally only a short-term expedient, because any 
attempt to suppress inequality by artificial methods is likely to 
have adverse effect on the level of utilisation of resources itself. 
Planning must address itself primarily to the task of improving 
the pattern of resource use, without of course remaining entirely 
indifferent to the task of improving the distribution of incomes. 
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In fact, the plan about the distribution of incomes will have to 
be taken into account in planning resources use, since the distribu- 
tion of incomes will determine in what proportion different types 
of goods and services will come to be consumed. At the same 
time, the plan for production should not be drawn up on purely 
technical considerations ; it must be very clear about its reper- 
cussions on the structure of incomes and should not ordinarily 
aggravate the existing inequalities. 


PHYSICAL AND FINANCIAL PLANNING 


To bring about the desired changes in resources use, an 
economic plan may adopt the approach of physical planning, 
or it may be considered sufficient to plan primarily in financial 
terms without giving direct attention to the physical resources 
as such. For example, when planning for the construction of 
a new hospital, the estimates may be made in terms of so much 
of building materials, so many physicians of different speciali- 
sation, so many nurses and attendants and so on—this is the 
approach of physical planning. On the other hand, the cons- 
truction of the hospital may be looked upon as a problem of 
financial allocation so that all the required materials and 
services for the purpose may be procured—this is the approach 
of financial planning. In an economy where resources can be 
quickly switched over from one line of production to another, 
financial planning usually proves an efficient method. The 
financial allocation in favour of certain types of products will 
direct resources to the production of those varieties. So long as 
can avoid some of theplanning this remains true, financial 
complicated procedures called for in physical planning. Under 
the system of physical planning a huge number of commodity 
inventories must be prepared, if a fairly comprehensive plan 
of resources use is to be put into effect. Most planning agencies 
would like, if possible, to avoid such a herculean task and 
instead confine their attention to the financial allocations for the 
use of resources. 


Where, however, the transfer of physical resources from one 
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use to another is not so smooth, financial planning will perhaps 
prove unequal to the task unless it is supported and supple- 
mented by a certain measure of physical planning. In the 
absence of such supporting measures, financial allocations will 
eiher remain under-utilised or their utilisation will lead to an 
emergence of physical shortages, giving rise to pressures on 
stocks and prices, and calling for an upward revision of the 
financial allocations themselves. Timely attention to the physi- 
cal aspects of resource use could lead in these circumstances to 
a less frustrating financial plan or it might call for a change in 
the pattern of resource use, which proved inappropriate just 
because the plan was drawn up in over-all financial terms. 


THE METHOD OF MATERIAL BALANCES 


Physical planning can be made somewhat more manageable 
by reducing the number of physical resources for which detailed 
uses are planned. In the U.S.S.R. the planning agencies make 
use of a system which builds up estimates only for the most 
important materials resources, such as, primary products, key 
minerals, fuel, electric power and essential equipments. The 
total requirements are estimated on the basis of estimates for 
each important sector which uses up such resources. The 
planners make the best effort to bring about a balance between 
requirements and supplies likely to be available. It has been 
stated that the central planning agency in the U.S.S.R. prepares 
such balances for about 400 items and gets these approved by 
the Soviet government. For a large number of other items 
balances are drawn up by the State Committee for Material and 
Technical Supplies. Their plans are subsequently approved by 
the Ministry which is responsible for the use of a particular item. 
All material balances indicate the sources of supplies of a mate- 
rial (e.g. new output, stocks and imports) as well as the different 
types of uses to which they will be put (e.g. use in production, 
for stock or for exports). 


One of the important principles of the construction of a 
material balance is that each enterprise is kept under constant 


TECHNIQUES OF ECONOMIC PLANNING 37 


pressure to economise on the use of scarce materials. In practice 
this does not always work, since enterprises can sometimes exert 
undue influence to obtain scarce materials in order to prove their 
capacity to fulfill plan targets with less than ‘normal’ require- 
ments. But the constant exchange of information between the 
enterprises and the central planning agency ensures at least a 
minimum flow of materials to each enterprise and the movement 
of materials can be planned well in advance. Moreover, al- 
though the central planning agency is responsible for the balanc- 
ing of supply and demand in the aggregate, the matching of 


-production to exact specifications is usually left to mutual con- 


sultation among the different enterprises. | The supervising 
ability of the central planning agency being limited, only a 
general type of regulation can be exercised in this respect and 
the enterprises are expected to enter into long-period agreements 
with one another for the supply and purchase of essential 


materials. 


Input-QuTPUT TECHNIQUE IN PLANNING 


The method of material balances succeeds in bringing about 
a balance between the supply and demand of scarce materials’ 
and equipments only after several rounds of consultation between 
the central planning agency and the affected enterprises. It 
is a trial-and-error method which reaches its goal only approxi- 
mately and that too after a great deal of preliminary paper-work 
and hard bargaining. A much simpler method, using only 
mathematical techniques, is available, provided only that a con- 
stant relationship can be assumed between different inputs and 


the resulting outputs. This method owes its origin to the ins- 


piration given by the Nobel-prize winner economist W. W. 
The entire 


Leontief to the study of input-output relations. 
economy is divided into a number of sectors, each supplying 
outputs which are to be used as inputs in all other sectors. A 
part of the output of a sector may also be used as an input in 
that sector itself (e.g. seeds in agriculture) and another part 
may be directly used for consumption either at home or in a 
foreign country. An input-output table is drawn up showing 
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the total output of each sector as taken up (i) by various 
sectors as input for turning out their own products (ii) by 
consumers for direct use or for stock-building purposes and 
(iii) by exports. A particular pattern of final demand for out- 
put and of exports will then be found to be afsociated with a 
particular pattern of inter-sectoral transfer of outputs. By 
changing the pattern, the change in the input requirements of 
different sectors can be predicted and the total output of each 
sector can be re-allocated accordingly. Planning of resource 
use by a central agency thus becomes a relatively easy matter, 
once the final demand for different types of goods has been 
ascertained. The planning agency can, in fact, prepare different 
Plans of resource use corresponding to different assumptions 
about final demand. Which particular pattern of final demand 
will be satisfied will, of course, still pose a big problem, a 
resolution to which can emerge only out of political consultations 
carried out through the legislature, the press and other such 
opinion-polling agencies. 

Although the mathematical techniques of input-output 
balancing are not difficult to handle, practical difficulties arise 
if the number of sectors into which the economy is divided for 
the purpose becomes too numerous. That is why the technique 
cannot be used for detailed planning on a scale which has been 
in vogue in the U.S.S.R. or in several East European countries. 
Tt remains to be seen how easily the more exact methods of in- 
put-output analysis can be utilised for Soviet-type planning, but 
to date the use of such methods remains limited. Moreover, this 
method has necessarily to take the input-coefficients as given, 
whereas one of the tasks of economic planning must be to 
modify these coefficients so that scarce materials can be made 
to go further in any specific use. The method of material 
balances is based on a process of consultation which helps, at 
least to some extent, in improving the performance of enter- 
prises in regard to the use of scarce materials and equipments, 


MATHEMATICAL PROGRAMMING 


Instead of taking the final pattern of demand as given, the 
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central planning agency can try to establish a certain order of 
priorities among the different patterns and seek to realise that 
particular pattern which is highest on its list of priorities. In 
seeking to realise this highest value of the objective, the plann- 
ing agency will have to accept the various limitations imposed 
by the availability of some of the factors which are for the time 
being fixed in supply. Problems of this sort where a particular 
objective is to be optimized subject to certain constraints can 
nowadays be solved by the methods of mathematical programm- 
ing. This is also essentially a trial-and-error procedure, except 
that the methods followed ensure that the procedure will con- 
verge on the solution within the shortest possible period. In 
practice, the number of variables entering into the objective func- 
tion of the planning agency has to be kept within limits for ease | 
of computation, so that this method can hardly be used for any 
kind of comprehensive planning. It can, however, be used as 
an auxiliary tool in planning for limited segment of the economy 
where the number of objectives to be secured is comparatively 
limited and the priority among the objectives is relatively. more 
obvious. 


OTHER AUXILIARY TECHNIQUES 


A number of other auxiliary techniques to estimate the 
relative usefulness of different projects of investment are being 
used currently in the planning systems of different countries. 
These include Cost-Benefit analysis, estimates of period of Capi- 
tal Recoupment, the Discounted Cash Flow method and similar 
techniques. In Cost-Benefit analysis the investment projects are 
arranged, not according to the net profit to be expected out of 
them as in ordinary commercial calculations, but according to 
the excess of benefit over cost expected from them over their 
entire life-time. This has become a recognised method of 
evaluating investment projects in the public sector and is wide- 
ly used for comparing different irrigation or multi-purpose river- 
basin development projects, power generation projects, transport 
development and so on. It is not a flawless technique, how- 
ever, since the measurement of the costs and benefits, some of 
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which do not lend themselves to valuation at market prices, often 
poses insuperable problems. 


In the U.S.S.R. and the East European Socialist countries 
the period of Capital Recoupment is widely used to calculate 
the relative suitability of different types of investment. The 
shorter the period over which the initial capital cost of an 
investment project can be recovered out of the earnings from 
the investment, the more acceptable is the project. This method 
does not take account of the fact that earnings at a distant date 
cannot be considered equivalent to earnings at a nearer date, but 
simply adds up all earnings from the project over its entire life- 

_ time. The Discounted Cash Flow method makes allowance for 
this fact and attaches a certain lower value to earnings accruing 
at a later date as compared to earnings realisable at an earlier 
date. By adding together these discounted values a comparison 
is made between total cash outgoings and the total cash inflows 
over theentire period of existence of the investment project. 


We thus find that with the adoption of economic planning 
as a distinct mode of organisation for the national economy 
various devices of assistance to the successful working of this 
mode of organisation are coming into vogue. The point to 
note is that planning itself requires hard effort and competent 
calculation among alternatives. Mere adoption of an economic 
plan is no guarantee that the tests for the most efficient use of 
resources are being immediately satisfied. A cautious spelling 
out of the consequences of different forms of investment and 
different types of financial allocation remains necessary and the 
techniques described above must be used in appropriate com- 
binations to give reasonable assurance that the economic plan 
is proceeding along the right lines. Efficiency tests must be 
continually performed to prevent planning authorities and im- 
plementing agencies from developing a sort of complacent belief 
that because a plan is in operation the economy must in all 
circumstances remain in a sound state of health. 


CHAPTER 5 


ORIGINS OF ECONOMIC PLANNING IN INDIA 


The idea of economic planning gained currency in India during 
and after the years of the Great Agricultural Depression (1929- 
33). The then Government of India was by and large guided 
by a policy of leaving economic matters to individual industria- 
lists and traders. But it had ventured into the construction of 
railways and a number of major irrigation works and had 
introduced a policy of protection to nascent Indian industries 
in 1924. These elements of State intervention did not however 
amount to planning, since there was no agency to co-ordinate 
and direct the economic activities of different sections of people 
and nothing like a set of clear goals for development had been 
laid down, In fact, when the world-wide economic depression 
occurred in the early 1930’s the governments of many countries 
which were earlier in favour of laissez faire policies changed 
their attitudes and came to set up official and semi-official 
agencies to rescue the people from economic distress. But the 
Government of India did not revise its policy in any major res- 
pect and left the poor agriculturists of India mainly to their own 
resources. This indifference of an alien government to the dis- 
tress of the people naturally evoked nationalist protest and 
voices were raised for the all-round planning of the economy so 
that the country could achieve desired progress. 


In 1934 Sir M. Visvesvaraya, a well-known engineer and 
administrator, published a book entitled ‘Planned Economy for 
India’. In this book he compared the economic policies of the 
Government of India with those followed by the governments 
of other countries and admonished the Indian Government for 
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its failure to bring about economic progress in spite of the rich 
resources available in the country. He was particularly critical 
of the failure of the Indian Government to adopt any effective 
policy for countering the deep agricultural depression which had 
engulfed the country since 1929. He cited instances from other 
countries where the governments were actively supporting farm- 
ers with finance, marketing facilities and technical information 
and contrasted this with the apathetic attitude of the Govern- 
ment of India. The country, he said, could not make 
appreciable progress unless the Government assumed greater 
responsibility for economic development and proceeded to 
implement a plan with clearly defined economic goals. The 
resources of the people themselves were too inadequate for this 
task and the government must take a lesson from the examples 
of other countries which had been deliberately abandoning 
laissez faire and coming to play an active role in economic life. 

In spite of the title of Visvesvaraya’s book, he did not 
attempt to draw up any comprehensive plan for the country’s 
economic development. His purpose was simply to establish 
that, in the changed circumstances in which the country found 
itself, individual efforts were not enough and the government 
must participate in economic affairs. The plans about which 
he wrote in some detail were nothing more than specific pro- 
jects for particular sectors of the economy, but how those pro- 
jects were to be co-ordinated and fitted into one another was a 
question which he chose to leave unanswered. But planning, in 
the proper sense of the term, involves the issue of weighing of 
different projects. Resources are always limited and the best 
use of such limited resources must be discovered. These com- 
plications were not in much evidence in Visvesvaraya’s treatment 
of the subject. 

Meanwhile several countries in Europe were going ahead 
with experiments in comprehensive national economic planning. 
Heading the lost was the U.S.S.R. which had introduced a Five 
Year Plan in 1928 and a second similar Plan in 1932. Germany 
was another country where a Four Year national economic plan 
was being worked out. Both these countries were reported to 
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have eliminated unemployment and warded off the depression 
which had struck almost all other countries of the world. The 
Indian National Congress took a cue from these experiments 
and set up, under the chairmanship of Jawaharlal Nehru, a 
National Planning Committee in 1938. This Committee was 
not, of course, expected to prepare a blue-print for develop- 
ment since it was not in a position then to implement any such 
development plan. Instead, it set up a number of sub-com- 
mittees to study in depth the economic problems of the country 
in their different aspects and formulate policy goals to be ad- 
opted as and when the country became independent. Eminent 
scientists and technologists were persuaded to accept the mem- 
bership of these sub-committees and give their considered views 
on the future course of development for the country. Unfor- 
tunately the work of these sub-committees was often interrupted 
by the political activities of most of their members. After the 
Second World War broke out, many of the Congress leaders 
found themselves behind prison bars. The work of the National 
Planning Committee proceeded only by fits and starts and the 
reports of all the sub-committees came to be published only 
after Independence. 


The Second World War brought to India both prosperity 
and misery. A small section of industrialists and traders was 
benefited because of war contracts and expansion of export sales. 
But prices rose sharply and the standard of living of the majo- 
rity of people, already depressed during the 1930’s, had to 
shrink further. As the war proceeded, the Government of 
India started accumulating balances in sterling, which really 
amounted to advances made by the Government of India to the 
British Government to be repaid after the War. Some people, 
both inside and outside the government, began to think about 
the possibilities of using these accumulated funds (which were a 
kind of ‘forced saving’ imposed on the people by the Imperial 
connection) for economic development in the post-war period, 
Within the Government of India Reconstruction Plans came 
to be circulated and a Planning and Development Department 
was set up in 1944 to prepare a number of projects in the fields 
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of agriculture, large-scale inudustries and road and rail transport 
so that reconstruction work could start immediately after the 
war ended. It should be noted that many of these so-called 
reconstruction plans were just plans for the replacement of worn- 
out capital, since even essential maintenance work had to be 
neglected during the war. 


In 1943 several prominent Indian business leaders made 
public a set of proposals for economic development in the post- 
war period, These proposals have come to be referred to as 
the Bombay Plan. This was a plan for spending Rs. 10,000 
crores for capital development spread over a period of 15 years. 
Its primary emphasis was on industrial expansion. While indus- 
trial output was planned to go up by 500 per cent in fifteen 
years, agricultural output was to go up by only 130 per cent. 
The plan proposed to utilise Rs. 1000 crores of accumulated 
sterling balances and, in addition, to use Rs. 3400 crores of 
‘created money’ for the sake of development financing. In this 
sense it was an unorthodox plan. 


The Bombay Plan’s emphasis on capitalist development 
was not liked by the leaders of organised labour. On their 
behalf the Indian Federation of Labour prepared a ‘People’s 
Plan’ with stress on public ownership of industry and the bank- 
ing system and nationalisation of land and mineral resources. 
Jt sought to increase agricultural output by 400 per cent in ten 
years and industrial output by 600 per cent. A total expendi- 
ture of Rs. 15,000 crores in ten years was proposed. 


Neither the Bombay Plan nor the People’s Plan gave to 
cottage and small-scale industries that much of prominence 
which was in keeping with the tenets of Gandhian thinking. 
Accordingly, a prominent Gandhian thinker, Shriman Narayan, 
brought out a Gandhian Plan of development with what he con- 
sidered an adequate recognition of the importance of cottage 
and small-scale industries. This plan was not so much a list of 
proposals for execution as a general statement of the Gandhian 
arguments in favour of industrialisation with a small-industry 
‘bias. 
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The publication of these documents in succession created a 
climate of informed public opinion about the need for planning 
in the country. But none of these documents could be described 
n the proper sense of the term. There’ 
were only a few geeneral targets in view, but specific targets 
had not been worked out. At the same time certain ‘Industrial 
Panels’ set up by the Government of India were engaged in 
studying demand trends in specific industries and identifying 
potential fields of investment. 

All materials and proposals thus inherited by the interim 
Government of India just before Independence were referred by 
them to the Advisory Planning Board constituted in October, 
1946. The Board reported in December 1947 and gave a brief 
resume of the studies that had so far been made in the field of 
planning. Its main recommendation related to the setting up 
of a Planning Commission with 3 to 5 members under the 
Central Government working with the support of a consultative: 
body of 25 to 30 members. To help the Planning Commission 
in its work a Central Statistical Office was proposed to be set 
up, the Tariff Board was to be made permanent and a Scienti- 
fic Consultative Body was to be entrusted with the task of 
reviewing all research work in the country. Finance available 
for development was estimated at Rs. 1000 crores for the first 
five years of planning. 

After India attained independence in August 1947 the 
Government of India was overwhelmed by the problems arising 
out of the partition of the country. The relief and rehabilita- 
tion of millions of people displaced from their hearths and 
homes kept the administration in a state of continued tension. 
Nevertheless by April, 1948 the Government of India was in 
a position to announce its policy relating to the future industrial 
development of the country. In the Industrial Policy Resolu- 
tion of 1948 the Government assumed responsibility for the- 
development of some of the key and basic industries which were 
still to be established on a sound footing in the country. In 
respect of all industries of national importance the Government 
accepted the responsibility for keeping the private enterprise 
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system in check for the sound economic development of the 
country. With the foundations thus laid for a Mixed Economy, 
with progreessively increasing public participation in the indus- 
trial field, the Government turned its attention to the establish- 
ment of an appropriate machinery for planning. The Planning 
Commission was set up in March 1950 under administrative 
orders, with the Prime Minister of India as the Chairman, a 
prominent non-official as the Vice-Chairman, and several techni- 
cal experts and experienced administrators as members. Sub- 
sequently it became the practice to include some members of the 
Central Council of Ministers, notably the Ministers of Finance 
and Planning, in the Planning Commission. 


Proposals for development expenditure originating in the 
Central and State Ministries are incorporated after examination 
by the Planning Commission into a Draft Five Year Plan. The 
Draft is submitted for the consideration of the National Develop- 
ment Council consisting of the members of ihe Planning Com- 
mission and the Chief Ministers of the States. The Plan in its 
final form has to be laid before the Indian Parliament for the 
consideration of its members. Specific proposals for expenditure 
are included in the Central and State budgets, but are separately 
classified as plan expenditure. 


CHAPTER 6 
FIRST FIVE YEAR PLAN, 1951-56 


The Resolution of the Government of India setting up the 
Planning Commission in March, 1950 defined the tasks of the 
Planning Commission in the exalted language used in the Indian 
Constitution’s Chapter on the Directive Principles of State 
Policy. Under these principles the State in India was to func- 
tion for securing (a) an adequate means of livelihood to all men 
and women in the country, (b) a proper distribution of the 
ownership and control of the country’s material resources and 
(c) a proper distribution of the wealth and capital of the coun- 
try. These basic rights of the people were to be preserved in 
the context of an economic system where production was to be 
more efficiently organised to ensure a rapid rise in the standard 
of living of the people. In this all-important task which the 
State was enjoined to undertake, the part to be played by the 
Planning Commission was conceived in the following terms : 
(1) The Planning Commission was to make an assessment of 
the material, capital and human resources and detect deficiencies 
in resources with suggestions as to how those deficiencies could 
be made up. (2) It was to formulate a Plan for the balanced 
utilisation of these resources. (3) It was to decide the stages 
by which the Plan was to be carried out and suggest proper 
allocation of resources for the completion of the work in each 
stage. (4) It was to make a careful assessment of the factors 
retarding development and of the conditions necessary to neutra- 
lise the retarding factors. (5) It was to prepare a blueprint of 
the administrative machinery required to give due effect to the 
Plan in each of its aspects. ` (6) It was to appraise the progress 
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of the Plan stage by stage and suggest corrective measures 
indicated by the appraisal. (7) It was to make recommenda- 
tions on any matter having a bearing on its main task as well 
as on issues which might be specifically referred to it for exami- 
nation by the Central or State Governments. 


Although the above list of functions of the Planning Com- 
mission has set the boundaries within which the Planning Com- 
mission has moved during the last twenty-eight years of its 
existence, it can hardly be claimed that the Commission has 
adequately discharged all its appointed functions. For instance, 
the task of making a reasonably comprehensive assessment of 
resources has been hardly undertaken, while the assessment 
of progress at different stages of the Plan has been done in a 
most unsatisfactory manner, as we shall see. In practice, the 
function of the Planning Commission has remained confined 
to (a) examining and deciding on the priorities of public 
development expenditure proposals submitted to it by the Cen- 
tral and State Ministries, (b) studying the financial implications 
of such proposals in the light of its appraisal of the public reve- 


nue surplus and other measures of development financing, (c) 


making a rough assessment of private investment expenditure 
and suggesting curbs on such expenditure whenever public in- 
vestment projects have to be placed higher on its list of priorities, 
and (d) preparing a simplified macro-model of planned deve- 
lopment with a set of simplified objectives and suggesting means 
for reaching those~ objectives. As regards (a), it is doubtful 
whether at any time the Planning Commission has had at its 
disposal the necessary technical expertise to conduct a full 
scrutiny of all projects submitted to it, so that in deciding upon 
priorities it had very often to take the sponsoring authorities’ 
assurance for granted. Similarly in developing the financial side 


of the Plan it had to rely essentially on the established machi- 


nery in the Finance Ministries at the Centre and in the States. 
Its assessment of private investment expenditure had very 
little to do with planning, except to the extent that some 


relatively big private investment projects could thus be linked’ 


up with corresponding public investment projects. The: 
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Planning Commission has thus largely confined its activities 
to macro-model building exercises, letting actual development 
take its own course under the influence of the prevailing econo- 
mic and political pressures. From its very inception the Plann- 
ing Commission has left Government to develop policies for 
implementing Plan objectives instead of trying to develop a 
policy frame of its own. As a result the Five Year Plans 
which have received the stamp of approval from the Planning 
Commission have usually lacked the authority and overriding 
importance that the Planning Commission was, in theory, in a 
position to confer upon them. 


OBJECTIVE OF THE First PLAN 


The First Five Year Plan was in large measure built up on 
the basis of projects formulated much earlier in connection with 
post-war reconstruction. During the Second World War much 
industrial and railway capital had been run down for want of 
essential replacement and repairs. Besides, the agricultural 
economy was failing to cope with the problems created by the 
rapid growth of population, the influx of millions of displaced 
persons after 1947 and the shortage of agricultural raw materials 
which was also a major consequence of the Partition. It was 
essential to solve these immediate problems simply in order to 
prevent the. economy from going downhill, before steps could 
be taken to improve living standards. Hence the First Five Year 
Plan was essentially a post-war rehabilitation plan with projects 
drawn from the shelves of the different Ministries concerned 
with various aspects of rehabilitation. In fact, some of the pro- 
jects included in the Plan were already in execution even before 
the Plan document was drawn up. The Planning Commission, 
however, made a preliminary study of the different proposals 
coming up for its consideration with a view to ascertaining total 
financial commitments and determining priorities. It also held 
consultations with representatives of the major industries which 
would be responsible for a very large share of private invest- 
ment in the country. 


F-4 
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In the Draft Outline of the First Five Year Plan issued in 
July, 1951 the Planning Commission described the objectives 
of the First Plan in the following terms: “The problem before 
the country is, firstly, to rectify the disequilibrium in the economy 
caused by the War and Partition, and, secondly, to initiate the 
development of certain basic resources so as to lay the foun- 
dation of more rapid economic growth in the future. The 
rehabilitation of displaced persons links up with both these 
aspects. Further, in finding solutions to this twofold problem, 
considerations of social justice and the need for a progressive 
reorientation of the economy along the lines suggested in the 
Constitution have to be borne in mind.” 

The conflict among objectives did not go unrecognized even 
in this preliminary draft. Greater equality of incomes, for 
example, might come in the way of greater production, The 
need was for a working out of priorities so that each of the 
objectives, desirable in itself, receives its proper share of em- 
phasis. In the situation then prevailing in the country, a major 
share of emphasis had to go to augmenting, the output of 
essential consumer goods. But without some sacrifice in con- 
sumption new capital formation would remain beyond our reach 
and the future prospects of the country would be bleak. The 
richer section of the population had to undergo a cut in their 
consumption if the rest of the community had to be assured 
of a minimum living and at the same time some essential works 
of capital construction were to proceed. 

Through full employment was a social objective of the 
highest significance, not very much was expected to occur during 
the First Plan regarding this goal, because without preparing a 
capital base capable of providing fruitful employment to the 
people, the problems of unemployment and under-employment 
could not be effectively solved. Similarly, reduction in econo- 
mic inequalities was highly desirable in itself.and had been 
enshrined as a goal of social policy in the Indian Constitution. 
But hasty measures to do away with inequalities could adversely 
affect saving and the level of production and only very cautious 
measures in this direction were suggested in the First Plan so 
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that the primary goal of augmenting production might not be 
put out of reach by radical measures of equalisation. 


The principal task of economic planning in a country like 
India was, therefore, conceived in terms of a stepping up of the 
rate of capital formation as fast as possible without, of course, 
entirely sacrificing all other objectives. Sooner or later the 
ratio of investment to national income had to be raised from 
the current level of about 5 per cent to something like 20 per 
cent. This could be achieved by managing the economy in 
such a way that a high proportion of any growth in incomes 
during a particular period was saved and invested, so that the 
growth rate itself was stepped up. Of course, how much of 
the additional income could be saved would depend on the 
future course of population growth. Besides, how much addi- 
tional income would be generated from any specified amount 
of investment had also to be taken into account ; in other words, 
the incremental capital-output ratio would also be a determinant 
of the pace of capital formation and, therefore, of the pace of 
national income expansion. 


THE PLAN FRAME AND THE PERSPECTIVE PLAN 


The particular frame around which the First Plan was 
built up is known in economic theory as a one-sector (Harrod- 
Domar) growth model. It aggregates all types of production 
into a single total—the national product—without drawing any 
distinction between different types of goods, specially capital 
and consumer goods. A part of this aggregate product is sup- 
posed to be set aside for saving, much as seed corn is set aside 
from this year’s production for the next year’s sowing. It is 
held that the size of the next crop will necessarily depend on 
how much is saved in this year and invested for next year’s pro- 
duction.. There is a more Or less definite relation between such 
investment and the output to be produced next time. How 
much of any addition to output can be set aside for investment 
purposes will come to depend on what has happened meanwhile 
to the growth of population, assuming that per capita consump- 
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tion is to be prevented from falling below a minimum and 
should preferably be permitted to rise at a certain pre-determined 
rate. 


On the basis of this set of ideas one could write down the 
following relationships : (i) le=S: (ii) S.=aY:—b (iii) Yr=xK. 
K 


and (iv) = eS where Land S$ stand respectively for invest- 


ment and saving, K stands for capital and Y for the national 
product or income. The fixed capital-output ratio is given by 


the reciprocal of x ( =+) while the marginal saving rate is 


given by a. By combining these equality relationship, we can 
obtain the following equation involving K and its time-deriva- 
tive (a differential equation) p= a x K—b. Solving this 
equation we obtain the growth-path of capital, and accordingly 
the growth-path of income over successive (small) periods, given 
the initial levels of capital and national income. 


If the national income grows continuously at a certain rate, 
say r and population also grows continuously at a certain rate, 
say g, then per capita income will continuously grow at the rate 
(14+r—g). The value of r depends, as already noted, on the 
values assumed for a and , . In the first plan period a and «4 
were expected to be of the order of .2 and .33 respectively, 
while g was assumed to be .0125. This order of things was 
expected to raise national income by nearly 11 per cent at the 
end of the Plan and per capita income could then go up by 
about 5 per cent assuming a 2-year fruition lag for investment. 


The then available data about capital-output ratio and 
population growth led the framers of the Plan to delineate 
the following type of perspective Plan for a 27-year period. 
In 1950-51, the base year, the national income of the country 
was estimated as Rs. 9000 crores and investment as Rs. 450 
crores (5 per cent), The population growth rate being 1.25 per 
cent per annum, the minimum rate of growth of consumption ex- 
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penditure had also to be the same to keep per capita consump- 
tion constant. But a primary aim of the First Plan, as has 
been noticed, was to raise the availability of essential con- 
sumer goods and hence to raise per capita consumption. 
It was worked out that if 80 per cent of all additions to 
income was used for augmenting consumption and the remai- 
ning 20 per cent for capital formation, national income could 
tise to Rs. 10,000 crores by 1955-56. After essential con- 
sumption needs had been taken care of by 1955-56, the marginal 
saving rate could be stepped up to 50 per cent. Diversion 
of additional income to investment at this rate would 
raise the average investment-income ratio to 20 per cent by 
1968-69, If investment continued to occur at this: rate, the 
national income in 1977 or thereabouts would move up to 
Rs. 25,000 crores or so, permitting a doubling of per capita 
national income in 27 years along with a 70 per cent rise in per 
capita consumption. 9 


In the scheme thus outlined the First Five Year Plan was 
only a small preliminary step towards efforts on a bigger scale 
in the subsequent period. The ultimate aim was to raise invest- 
ment to 20 per cent of national income, but by the end of the 
First Plan this rate was to go up toonly 634 per cent. For 
the time being greater emphasis was on relieving shortages in 
consumer goods production and this was considered feasible 
because of the existence of unutilised capacity in the consumer 
goods industries. Greater sacrifices in consumption, in a rela- 
tive sense, were to be asked for when the minimum needs of 
consumption had been met. This was not unreasonable, as the 
country needed some stimulus in the form of additional con- 
sumer goods to get it out of the stupor into which it had sunk 
as a result of the privations suffered during the War and after 
Partition. 


Tue First PLAN IN OUTLINE 


The Draft Outline of the First Plan, presented in July 1951, 
proposed a total expenditure of Rs. 1793 crores for development 
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purposes in the public sector over the five years from 1951-52 
to 1955-56. Of this amount Rs. 1493 crores appeared mana- 
geable with resources already in sight, while the remaining 
Rs. 300 crores was contingent on the availability of additional 
foreign exchange resources. Deficit financing to the extent 
of Rs. 290 crores was included within the estimate of resources 
in sight and assurances had been received regarding foreign 
assistance of about Rs. 156 crores. 


When the First Plan was presented in its final form in 
December, 1952 a number of additional schemes of development 
were incorporated and the total public sector development outlay 
was fixed at Rs. 2069 crores. The distribution of this outlay 
among different categories or development schemes was as 
indicated below. : 


TABLE I 


Distribution of Public Sector Development outlay as proposed in 
the First Five Year Plan (1951-56) 


Category of Development Outlay Amount Percentage of 
(Rs. crores) Total Outlay 


Agriculture and Community 


Development 361 17.5 
Irrigation 168 8.1 
Multi-purpose Irrigation and Power 

Projects 266 12.9 
Power 127 6.1 
Transport and Communications 497 24.0 
Industry 173 8.4 
Social Services (Education, Health etc.) 340 16.4 
Rehabilitation 85 4.1 
Miscellaneous 52 2.5 

2069 100.0 


Slightly re-classifying the above items we can see that Irrigation 
and Power received the foremost priority (27.1 per cent) follo- 
wed by Transport and Communications, Agriculture, Social 
Services and Industry in that order. The aim was to create 
the infra-structure for agricultural and industrial development 
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so that à base was created in the country for more rapid growth 
in future. It was calculated that with the total outlay contem- 
plated in the Plan the stock of productive capital would go up 
by about Rs. 1200 crores in the public sector and by about 
Rs. 400 crores in the unorganised private sector (agriculture, 
rural industry etc.). As regards large-scale organised industry 
under private enterprise, the Plan foresaw net investment of 
Rs. 233 crores in five years. Including private investment in 
agriculture, house construction and elsewhere the Commission 
arrived at a tentative estimate of Rs. 3500-3600 crores of total 
net investment over the period of the Plan, of which about 50 
per cent was to be in the public sector. About 22 per cent of 
total investment, it was anticipated, could be financed by with- 
drawal from accumulated sterling balances and newly available 
foreign assistance. To finance the rest of the investment domestic 
saving was required to go up by about 50 per cent in five years. 

The aggregate public and private investment outlay, as 
outlined above, was thought capable of raising national income 
to Rs. 10000 crores (at 1948-49 prices) by the end of the First 
Plan. In other words, national income was anticipated to go 
up by Rs. 1000 crores (11 per cent over 1950-51) in the fifth 
year of the Plan. This increase was to come from large agri- 
cultural and industrial outputs as well as from the expansion of 
the distributive and service sectors of the economy. Some im- 
portant targets were set for such output in physical terms, the 
targets being derived from an analysis of the investment pro- 
jects in the different fields. Apart from substantial increases 
envisaged in the output of consumer goods like foodgrains and 
cloth, provision was made for expanding school and hospital 
facilities. Fairly large increases were envisaged in respect of 
electric power (52 per cent in five years), finished steel (about 
40 per cent), area under irrigation (39 per cent), supply of 
fertilizers (a big jump of nearly 500 per cent) and a number of 
other intermediate and capital goods. 


FINANCIAL RESOURCES FOR THE First PLAN 


In proposing a Plan with a total development outlay of 
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Rs. 2069 crores, the Planning Commission was aiming to keep 
within its assessment of the financial resources of the Central 
and State Governments in the next five years. The cushion 
provided by the existence of the sterling balances was found 
useful. It ensured that the country could engage in a certain 
amount of deficit financing without running the risk that the 
extra demand generated by the deficit would give rise to serious 
foreign exchange problems. The assurance of foreign aid for 
some of the Plan programmes also gave grounds for optimism. 


The financial scheme accompanying the First Five Year 
Plan is given below in a summary form. 


TABLE II 


„Financial Resources for the First Five Year Plan 
As Proposed in December, 1952 


(in Rs. crores) 


Category of resource Central Part A and 
Govt. and Part B 
Part C States 
States 

Current revenue surplus 160 408 

Railway surplus 170 


Small savings and other unfunded debt 270 


Public loans (internal) 36 z7 
Deposits, fund and miscellaneous 


capital receipts 90 45 
External. assistance already pledged 156 = 
Deficit financing 290 = 


Resources gap (to be covered by further 
foreign assistance or domestic tax effort) 365 a 


1537 532 


The above scheme of financing rested on certain premises. 
First, the Governments were expected to initiate measures of 
additional taxation ; in particular, the State Governments were 
enjoined to raise about Rs. 213 crores of additional revenue 
in five years. Secondly, the growth of non-developmental 
expenditure was to be checked in every way. Thirdly, the 
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amount of capital receipts was expected to go up by about 
Rs. 43 crores each year, as new saving would seek outlets in 
the capital market. Finally, the resources gap of Rs. 365 crores 
was unlikely to pose a problem with foreign assistance relatively 
easy to obtain in the early 1950’s and, even if foreign assistance 
was not forthcoming to the required extent, the gap could be 
taken care of by additional taxes and loans or by running larger 
deficits. 


Tue First PLAN: AN ASSESSMENT 


Jt is worth remembering that the First Plan did not mark 
any sudden and sharp upturn in public development outlay. 
There was not much of a jump in public development outlay 
between the years 1950-51 and 1951-52, which was the first 
year of the Fifth Plan. The Central and State Governments 
spent on development programmes about Rs. 232 crores in 
1950-51. Next year development outlay went up by only Rs, 28 
crores (12 per cent), The progress of public sector develop- 
ment outlay over the five years of the Fifth Plan is shown in 
the table below. 

TABLE III 


Progress of Development Outlay in the Purie Sector 
(Central and State), 1951-52 to’ 1955-56 


Fiscal Year Amount of Development Outlay 
(Rs. crores) 
1951-5 259.59 
53 267.52 
1953-54 343.04 
1954-55 475.91 
1955-56 613.90 


Thus, until 1953-54 the step-up in public sector develop- 
ment outlay was not very significant. In fact, during the first 
four years of the First Plan total development outlay was less 
than 50 per cent of the outlay proposed, including the additional 
outlay for employment and other programmes (Rs. 309 crores) 
proposed during 1952-53. By the time the Plan period closed, 
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it was estimated that actual outlay had been 82 per cent of the 
proposed outlay. 


It is therefore somewhat of a paradox that the targets of 
the First Plan were in some respects more than realised even 
though the Plan could not be implemented in full. To illus- 
trate this paradox, let us take the target of national income 
itself. By 1955-56 national income had gone up by 18.5 per 
cent over the level of 1950-51, whereas the First Plan forecast 
was fora riseof11 percentonly. The realised investment over 
the period of five years was perhaps no more than Rs. 3100 
crores (latest estimates, Rs. 3360 crores) whereas the First 
Plan had counted upon an investment of nearly Rs. 3500 crores. 
In short, the ex-post or realised capital-output ratio turned 
out to be less than 2: 1 instead of the planned ratio 3 or 3.5: 
1. The Plan turned out to be more effective than what it was 
hoped to be. This extraordinary success of the First Plan was 
due to certain accidental factors to which we draw attention 
below. However, so long as these factors were not recognised, 
the Plan appeared to have been over-fulfilled and this created a 
state of complacence which was by no means justified. To 
understand why there was no reason for complacence we have 
to note the following points. 


(i) In certain fields, extremely important for the future 
growth of the economy, investment was falling short of what 
was necessary to realise output targets. Irrigation, electricity, 
iron and steel aluminium and fertilizers were some of the areas 
where more was expected to be done.. 


(ii) In those fields of activity where co-operative action 
was called for—community development and rural industry for 
example—there was disquieting evidence of a failure in organi- 
sation and achievement tended to fall short of targets. 


Gii) In the field of primary education, in particular, the 
intake of pupils was smaller than had been anticipated. 


(iv) There was some slackness in respect of financial 
resource mobilisation. The States, for example, succeeded in 
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collecting from additional taxation only Rs. 80.4 crores in five 
years, whereas the target had been set at Rs. 230 crores. 

(v) The anticipation in respect of foreign assistance did 
not materialise. Over and above the Rs. 156 crores pledged 
before the First Plan was drawn up, another Rs. 140 crores of 
foreign assistance was received (instead of Rs. 365 crores which 
was the ‘resource gap’ left in the Plan of December, 1952). But 
of this total (Rs. 296 crores) only Rs. 188 crores could be 
actually utilised during the period of the Plan. 

(vi) The amount of deficit in the budgets had to go up 
as development outlay began to rise in the second half of the 
Plan period. In all, the budgetary deficit turned out to be 
Rs. 333 crores, despite the facts that actual outlay fell short of 
what was contemplated and yields from taxes and loans were 
higher than the estimates. This indicated that the revenue 
administration might crack, as the pressure for raising addi- 
tional revenues was gradually built up. 

The remarkable advance recorded during 1951-56 was- 
partly due to a succession of good monsoons and partly to the 
fuller utilisation of installed capacity in some of the established 
industries. The former helped in raising the agricultural pro- 
duction index from 95.6 in 1950-51 to 116.4 in 1954-55 ; it was 
yet too early to expect that investment in irrigation projects and 
fertilizer works could produce an appreciable impact on agricul- 
tural output. Similarly, in certain industries like cloth and 
sugar, output increased without any significant addition to 
capacity, simply by utilising existing capacity more fully. In 
1955-56 the industrial production index was about 40 per cent 
higher than in 1950-51. Account should also be taken of the 
private industrial investment during this period, estimated at 
Rs. 233 crores, besides an estimated outlay of Rs. 150 crores 
by private entrepreneurs on the rehabilitation and modernisa- 
tion of certain basic industries. 

Summing up, then, we can say that over the period of the 
First Five Year Plan the rate of investment was so stepped up 
that there was nearly Rs. 1560 crores of public investment and 
nearly Rs. 1800 crores of private investment. Public develop- 
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ment outlay for purposes other than investment amounted to 
Rs. 400 crores. The ratio of investment to income moved up 
to almost 8 per cent, instead of 634 per cent as initially expect- 
ed. Per capita income had gone up by 8 per cent in five years. 
The effect of increased production was felt on the level of 
prices. As compared with 1952-53 wholesale prices in 1955-56 
were lower by 7.5 per cent and the working Class cost of living 
index came down by 7.7 per cent. Food articles were about a 
quarter cheaper by the end of the Plan than at its beginning, 
while the reduction in the prices of manufactured goods was 
negligible. As the terms of trade turned against the country- 
«side, the incentive to agricultural investment was weakened and 
this was a factor of some concern for the future growth of 
agricultural production, 


TABLE IV 


Allocation of Development Outlay in the First Five Year Plan, 
as Proposed and as Implemented 


Nature of Outlay Amount Amount Amount 
Proposed in Proposed of Actual 
December, After Outlay 
1952 Adjustment 
in 1953 
EN : J (Rs. crores) (Rs. crores) (Rs. erores) 
Agriculture and 
Community Development 360.42 354.33 289.9 
(17.5) (14.9) (14.8) 
Trrigation and Power 561.041 647.47 582.9 
(27.1) (27.2) (29.8) 
Industries and Minerals 173.04 188.24 96.8 
(8.4) (7.9) (4.9) 
“Transport and 
Communications 497.10 570.04 517.8 
(24.0) (23.9) (26.4) 
Social Services, including 
Rehabilitation 425.81 531.57 411.9 
(20.5) (22.9) (21.0) 
Miscellaneous 51.97 86.02 60.7 
(2.5) (8.7) 81) 
= 9068.75. 2877.67 1960.0 


(Figures in brackets indicate percentagés of total development outlay.) 
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TABLE V 


6L 


Selected Indicators of Progress During The First Plan Period 


Item Unit 1950-51 1955-56- 
level level 
Foodgrains million tonnes 58.5 66.9 
Cotton million bales of 
180 kg. each 2.9 4,0 
Jute Do. 3.3 42 
Sugarcane million tonnes 
in terms of gur 5.7 6.1 
Oilseeds million tonnes 5.2 5.7 
Area irrigated million hectares 20.9 22:8 
Coal million tonnes 32.8 39.0 
Cement Do. 2.7 47 
Finished Steel Do. 1.0 1.3° 
Aluminium thousand tonnes 4.0 7.2 
Nitrogenous fertilisers Do. 47.0 100.37 
Superphosphates Do. 56.0 TRA 
Mill cloth million metres 34.01 4665 
Handloom cloth Do. 678 1296 
Jute manufactures thousand tonnes 837 1071 
Sugar million tonnes 11 1.9- 
Vanaspati thousand tonnes 170 280. 
Paper. and board Do. 116 190 
Electrical energy million kw. 2.3 3.4 
(installed capacity) 
Surfaced roads thousand km. 157 183 
Primary schools thousand (no.) 210 278 
Pupils in primary classes million (no.) 19.2 25.2 
thousand (no.) 113 125 


Hospital beds 


eh 


CHAPTER 7 
SECOND FIVE YEAR PLAN, 1956-61 


The First Plan had already suggested that once the immediate 
shortages in consumer goods were overcome, attempts would 
have to be made for stepping up the rate of capital formation. 
It was only natural that the ratio of investment to national 
income in the Second Plan was to be larger than in the First. 
Two questions that still required a clear answer were: how 
large would be the share of public sector investment, and how 
the total investment would be allocated among different types of 
‘capital construction projects. 

On the first issue the ruling Congress Party appeared to 
be of the view that a progressive socialisation of industrial 
investment was essential if undue concentration of economic 
power was to be prevented. The ideal of a ‘Socialist Pattern 
of Society’ was born at the Avadi session of the Party (1954) 
and in conformity with it a new Industrial Policy Resolution 
was adopted in the Indian Parliament in April, 1956 superseding 
the previous Resolution of 1948. The difference in the nature 
of responsibility of the public and the private sectors for future 
industrial development was more sharply brought out in the new 
Policy Resolution. While the State would have a sphere exclu- 
sively under its control, it could step into any sphere, there being 
no such thing as a special preserve of the private sector. But 
the State could call upon the private sector to supplement and 
support its own effort even in spheres which would normally 
remain outside the purview of the private sector. With the 
primacy of the State thus asserted, the Second Plan had naturally 
to place more emphasis on projects that belonged to the public 
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sphere, irrespective of their inherent economic merits. The 
Planning Commission was in a way asked to work for an addi- 
tional objective, namely, to increase the relative weightage of 
public sector investment -in the total investment package. 


As regards the types of capital construction to be preferred, 
the choice lay between capital goods with a short fruition-lag 
and those with a long lag. Certain types of capital goods yield 
goods ready for consumption within a relatively short time. 
Other types of capital are used to produce further capital or 
intermediate goods and the availability of consumer goods gets de- 
layed. Since the justification for building capital must come ul- 
timately from the additional consumption goods made available 
with its help , the second type of capital has obviously to be more 
productive of consumer goods if it is to be constructed in spite 
of the delay in obtaining consumer goods from it. The critical 
question then becomes ; how much waiting can be imposed on 
or expected of the people involved? If a long period is neces- 
sary for the capital project to mature fully, the people must 
have the patience and resourcefulness necessary to tide over the 
period of waiting and shortages. 

The First Five Year Plan was built around a one-sector 
model in which differences in types of capital to be constructed 
could not be taken into account. In 1955 Professor P. C. 
Mahalanobis presented a planning model where alternative types 
of capital were simultaneously taken into consideration. It was 
relatively easy to establish, on his assumptions, that if a greater 
weight was given in the investment plan to the so-called ‘heavy’ 
industries (that is, industries that do not turn out immediately 
consumable articles, but produce materials for more productive 
equipment etc.), the growth rate of the economy could be faster 
than otherwise. At the same time, the abundant manpower of 
the country could be absorbed into employment by bringing into 
use the idle capital already in existence in the traditional. handi- 
crafts of the country and this could help in augmenting the sup- 
ply of consumer goods ‘so long as improved pieces of capital 
equipment were not yet ready. The Mahalanobis Plan appeared 
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to provide a solution both to the development problem and the 
underemployment problem. The First Plan had noted the 
existence of unemployment and underemployment, but had left 
these problems to be taken care of in future when sufficient 
capital resources would be built up. Yet leaving these human 
problems unsolved for years was bound to create social tensions. 
The Mahalanobis Plan appeared to offer a way out of this 
difficult situation. The handicrafts were to be encouraged for 
resolving the problem of employment, but they were not to be 
the sole pattern of production for all time to come. Founda- 
tions would be laid for a modern machine-building industry 
which was to augment production at a faster rate than would 
otherwise be possible, but only after a certain preparatory period. 
had elapsed. 


Doubts however lingered as to whether he handicrafts 
could be made competitive with modern industry, whether they 
could easily market their products, and what would happen to 
them after the new base of production with the help of modern 
machinery would come into full use. The Government of India 
commissioned a Committee on Village and Small-scale Industries 
under the late Prof. D. G. Karve for advice in these matters. The 
Committee favoured a policy of imposing restrictions on the out- 
put of modern types of consumer goods to develop a market for 
the products of handicrafts. The analogy was drawn from the 
theory of ‘infant industry’ protection that temporary assistance 
thus given to the handicrafts would make them viable in a short 
time and protective measures could then be withdrawn. The 
analogy was, of course, largely misleading, because the handi- 
craft products had in most cases gone out of fashion and it was 
a herculean task to revive interest in them among the public. 


The Second Five Year Plan thus came to be based on three: 
major principles: (a) the primacy of public sector investment 
(almost: regardless of its economic content) to usher in the 
Socialist Pattern of Society, (b) the stress on heavy industry to 
make the country self-sufficient in modern machinery so that 
growth rates could be stepped up, and (c) the revival of handi- 
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craft production with curbs on production for the modern con- 
sumer goods industries. With the adoption of the Second Plan 
the country also moved into the stage of more complicated 
planning exercises involving the balancing of activities among 
several sectors of the economy, The one-sector model with a 
single, aggregated capital-output ratio was left behind. 


SECOND PLAN OBJECTIVES 


The following objectives came to be stressed in the Report 
on the Second Five Year Plan submitted by the Planning Com- 
mission in May, 1956. 

(i) The Plan must aim at a sizeable increase in national 
income so as to raise the level of living in the country, A 
growth rate of 25 per cent in five years was considered attain- 
able and suited to our requirements. This was expected to 
improve per capita income by about 3.5 per cent per annum. 

(ii) The Plan was to secure rapid industrialisation with 
particular emphasis on heavy and basic industries. 


(iii) Largely expanded employment opportunities was to be 
a major objective in view of the deteriorating employment 
situation, 


(iv) Reduction of inequalities in income and wealth must 
be achieved and concentration of economic power had to be 
prevented. These ends had to be realised both by regulation of 
economic activity through State action and with the help of 
redistributive taxation. 


PLAN FRAME AND PERSPECTIVE PLAN 


The frame on which the Second Five Year Plan was made 
to rest was provided by Prof. Mahalanobis, as we have seen. 
But it goes back to certain planning models used by economists 
in the U.S.S.R., and particularly to a scheme used by the eco- 
nomist Feldman. The Feldman—Mahalanobis model is a two- 
sector development scheme. Subsequently Mahalanobis elabo- 
rated it into a four-sector model of planning, 
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In the two-sector model, the aggregate investment of the 
economy is divided into two parts, one part goigg to create new 
capital in the investment goods producing sector itself and the 
other part adding to capital in the consumption goods industries. 
Lei i and c be the respective output-capital ratios in the invest- 
ment goods industries and the consumer goods industries. 
Suppose that the fraction of investment going to the investment 
goods industries is a and the fraction going to consumer goods 
industries is b and let total investible resources be I. Then ali 
is the additional output in the investment industries and blc is 
the additional output in the consumer goods industries. 
‘Distinguishing periods by subscripts, we can say that ATi equals 
I,—I,. Similarly, bl,c equals C,—C,. Since I, =I, (ai+1), 
it foilows that I,=I, (ai+1)!. On the same argument, 
C,—C,=be I, =bel, (ai+-1) and.so on. Adding up the series of 
differences in consumer goods output, we obtain C—C, =bcl, 


{1+(ai+-1)+(ai+1)?+---to t terms=bel, ee 


Now, Y:—Yo =(I—I,)+(C,—C,) 
={ Ip (ai-+1)'—I, }+bet, ayer 


=1,{ @i+1'—1} pia! be {G@itn' 1 } 
2i { (ai+1'—1} ( 142e 


Hence, given the values of i and c, a high value of a will at 
first depress the growth of income, but very soon the expo- 
nential term will come to dominate and the rate of growth of 
income will pick up. This was the justification for devoting as 
high a proportion as possible of the investment funds to the 
investment goods sector in preference to the consumer goods 
sector. 


The four-sector model of Prof. Mahalanobis divided the 
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economy into (i) a sector producing investment goods: (ii) a 
sector producing modern consumer goods by factory methods 
(iii) a sector producing consumer goods by simple methods 
(this sector included traditional agriculture and rural industries) 
and (iv) a service sector (education, health etc.). This division 
enabled him to describe the time-path of employment growth in 
addition to that for growth of income. 


The Second Five Year Plan thus concerned itself to a 
greater extent with the sectoral allocation of investment than did 
the first Plan. Development, it was recognised, could not bea 
function simply of the ratio of investment to income. The 
purposes for which investment was made was equally important 
and among all such -purposes the investment for developing 
investment goods-producing capacity had to be given top priority 
if a real breakthrough in economic life had to occur. At the 
same time, in a populous country like India, employment had 
to be expanded and for employment expansion the handicraft 
industries, with their high labour intensity, had to play an ` 
important part. However, the Mahalanobis plan of allocation 
of investment funds was not beyond criticism. It compared rates 
of growth with alternative patterns of investment in an economy 
which was under an obligation to acquire self-sufficiency in 
investment goods. But what if the investment goods could be 
purchased abroad with more easily produced consumer goods in 
the country concerned? The potentialities of such trade were 
not looked into the Mahalanobis model. The model also failed 
to take account of requirements other than investment funds in 
the manufacture of investment goods. How does a country in 
the early stages of development secure the services of specialists 
needed for developing most types of investment goods industries ? 
How does it secure materials in short supply if the investment 
industries are dependent on such materials? Investment-out- 
put ratios alone could not provide answers to questions like these. 
Again, in advocating the revival of handicrafts as a method of 
dealing with the unemployment and underemployment problems, 
the author of this model ignored the issues of creating adequate 
demand for handicraft products and of effecting the ultimate, 
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inevitable transition from handicraft methods to more machine- 
intensive methods of production. 


While paying greater attention to the question of alloca- 
tion of investment funds, the Second Plan came out with the 
admission that the hope expressed in the First Plan of raising the 
marginal saving rate to 50 per cent after 1956-57 had to be 
abandoned. In other words, the period for raising the average 
saving rate to 20 per cent would be longer than was thought 
earlier. In the projections worked out for the Second Plan, the 
saving rate was to rise by stages to 17 per cent in 1975-76. When 
making the corresponding income projections the Plan did not 
make use of sectoral capital-output ratios, as adherence to the 
Mahalanobis model would have required, but instead used 
aggregate capital-output ratios. These were expected to go up 
from 1.88: 1 in the First Plan just completed to 2.36, 2.62, 3.36, 
and 3.70 in the next four Plans. These figures indicated that 
capital-intensity of production was to be markedly stepped up 
in the Fourth Plan period, while the Second and the Third 
Plans would be leading the country in that direction, Because 
of the more favourable capital-output ratios assumed for the 
earlier years in the Second Plan document, national income was 
expected to double itself somewhat sooner than was anticipated 
in the First Plan. Per capita income would be doubled by 


1974, and not 1977, as had been indicated in the First Plan 
Perspective. 


THE SECOND PLAN IN OUTLINE 


In the Second Plan total developmental outlay in the 
public sector (Centre and States) was proposed to be Rs. 4800 
crores. The allocation of this outlay was titled considerably in 
favour of the heavy industry sector, as the strategy advocated by 
Prof. Mahalanobis would call for, but since additional invest- 
ment in industries would of necessity increase the demand for 
agricultural products, specially foodgrains, and since develop- 
ment of power generating capacity was indispensable for indus- 
trial expansion, a balanced structure of development had 
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obviously to be hit upon. This balance was not very fully work- 
ed out for the Second Plan, a neglect which led to complications 
as we shall see. The failure of the Second Plan to initiate a 
balance plan of investment must at least in part be attributed to 
lack of experience regarding what planning calls for in matters 
of detail. But a bigger reason probably was the weakness of 
the Planning Commission in the face of departmental and public 
pressures, so that even where a balanced plan of resources use 
was attempted to be pushed through, very soon it had to lose 
its balanced character. To take a simple example: many of 
the rural development schemes provided for a balanced growth 
of agriculture, small industry and the amenities essential for a 
healthy community life. In many cases the amenities were pro- 
vided far ahead of the productive schemes with the result that 
the incentives to work could not be fully brought into play. 
The balance in the original structure of the Plan were overlaid 
by distortions introduced in a piecemeal fashion. 


The following table compares the allocation of public 
development outlay in the Second Plan with the allocation in 
the First Plan, both as proposed and as modified in the course 
of working. 


TABLE VI 


Allocation of public development outlay in the Second Plan 
(as proposed) compared with the First Plan 
(Rs. crores) 


Type of outlay Second Plan First Plan First Plan 
proposals proposals actuals 
Aia ET ON eres IE _ Ree tee Mebreey Tse ea pe 


Agricultural and Community 


Development 567.7 354.3 289.91 
(11.8) (14.9) (14.8) 

Trrigation and Power 912.8 647.5 582.9 
(19.0) (27.2) (29.8) 

Industry and Mining 889.8 188.2 96.8 
(18.6) 7.9) (4.9) 

Transport and Communications 1384.9 570.1 517.8 


(28.8) (23.9) (26.4) 
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Social Services, including 


Rehabilitation 944.5 531.6 411.9 
(19.8) (22.4) (20.5) 

Miscellaneous 100.3 86.0 60.7 
ay (2.0) (3.7) (8.6) 

4800.0 2377.7 1960.0 


(Figures in brackets indicate percentages to total outlay) 


It will be observed that the allocation for industry and 
mining rose from about 5 per cent to nearly 19 per cent, while 
the allocation for agricultural programmes and irrigation cum 
power schemes was cut down from 45 per cent to only 31 per 
cent. This was justified on the assumption that so far as agri- 
cultural development was concerned the country was comfort- 
ably placed at the end of the First Plan period. The assumed 
population growth rate, about 1.5 per cent per annum, was later 
to be discovered as an under-estimate. The implications of 
accelerated industrial development in the field of demand for 
agricultural products were not adequately realised. When the 
agricultural seasons turned adverse during the Second Plan 
period, the country experienced a severe food crisis and with 
exports remaining more or less stagnant the food crisis generated 
a foreign exchange crisis as well. 


The heavy industry bias in the Second Plan was not confined 
to public sector outlay.. The industrial investment schemes in 
the private sector were also primarily to be in the field of pro- 
ducer goods, The total of private sector investment anticipated 
in the Second Plan period was Rs. 2400 crores, as compared 
with public sector investment of Rs. 3800 crores in five years. 
Of this Rs. 575 crores of investment was expected to occur in 
industry and mining. Nearly 70 per cent of private sector 
industrial investment was to be for increasing capacity in the 
producer goods sector. In the public sector almost 98 per cent 
of industrial investment was earmarked for the addition to capa- 
city in producer goods, industrial machinery and capital goods. 
The Plan estimated that by 1960-61 producer goods output 
would go up by 73 per cent over the 1955-56 level, while con- 
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sumer goods output in the modern machine-based industrial 
sector would expand by only 18 per cent. As already stated, 
handicraft products were expected to close the gap between the 
demand and supply of consumer goods. 

FINANCIAL SCHEME OF THE SECOND PLAN 

The Second Plan was designed to be more than double the 
size of the previous Plan, but financial resources for an effort 
of this magnitude were not within easy reach. The Planning 
Commission left the financial proposal deliberately vague, pos- 
sibly with the hope that if the Plan was able to win support both 
at home and abroad, resources could be gathered from both 
domestic and foreign sources. 

The scheme of financing originally proposed in connection 
with the Second Plan is given below. To facilitate comparison, 
corresponding schemes in the First Plan as proposed and as 
finally implemented are also shown side by side. 

TABLE VIL 


Financial scheme accompanying the Second Plan and 
comparable. figures in the First Plan 


3 (Rs. crores) 
Sources of finance Second Plan First Plan First Plan 
proposals proposals actuals 
Current revenue surplus at 
existing tax rates á 350 570 637 
Additional taxation 450 
Public loans (net) 700 115 204 
Small savings (net) 500 225 243 
Railway surplus 150 170 115 
Provident funds and other 
deposit heads 250 178 239- 
Budgetary resources 2400 1258 1438 
(50.0) (60.0) (73.0) 
External assistance 800 521 189 
Deficit financing 1200 290 333 
Uncovered Gap 400 & Be 
4800 2069 190 


(Figures in brackets indicate percentages to total outlay) 
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The Second Plan was thus to a large extent a ‘leap in the dark’, 
Only 50 per cent of the financial resources for this Plan could 
be mobilised from normal budgetary sources. As much as one- 
third was left to be financed by unconventional methods (mainly, 
borrowing from Reserye Bank) while external assistance was 
expected to look after nearly one-sixth of the Plan expenditure. 
Leck of preparation on the financial side weakened the very basis 
of the Second Plan. As the years passed, its implementation 
became essentially dependent upon the receipts and utilisation of 
foreign assistance. In fact, the Plan ran against foreign exchange 
shortages almost from its inception and the priorities in the Plan 
had to be modified during 1957-58 with a view to relieving the 
Pressure on foreign exchange reserves, On completion of the 
Plan in 1960-61, it was discovered that foreign assistance had 
financed, not one-sixth, but more than one-fifth of the Plan, in 
spite of the fact that the actual outlay fell somewhat short of the 


cing looked after the remaining 20 per cent of the outlay. A 
table showing the actual outlays in the Second Plan will make 
these things clear, 


TABLE VIII 
Sources of financial outlay in the Second Plan, as realised 
Nature of Source Amount Amount as initially 
spent proposed 

Current revenue surplus 1 i 350 
Additional taxation 1052 450 
Railway surplus 167 150 
Public loans (net) 756 700 
Small savings (net) 429 500 
Miscellaneous capital receipts 261 250 
Foreign assistance 1049 800 
Deficit financing 954 1200 
Uncovered gap 400 


ft 
4672 4800 
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As the shortage of resources led to a revision of priorities, 
‘the Plan came to be regarded as made up of two parts, a ‘core’ 
‘of Rs. 4500 crores and a supplementary part to be executed only 
as additional resources would be made available. Meanwhile the 
general level of prices was going up. In 1956-57 prices went 
up nearly 15 per cent, and in subsequent years of the Second 
Plan they continued to increase by 3, 4, 5 and 7 per cent 
‘respectively. Thus the financial outlay of Rs. 4672 crores was 
not equivalent to more than Rs. 4000 crores in terms of the 1955- 
‘56 prices. The investment component in this outlay was Rs. 3731 
‘crores. During the same period private investment occurred to 
the extent of Rs. 3100 crores. The distribution of investment 
‘outlay between the public and private sectors was 55 : 45 instead 
‘of the originally envisaged ratio of 60:40. The nature of public 
‘sector outlay, as it took final shape through the various modifica- 
tions introduced, will be evident from the table below. 


TABLE IX 


Actual outlay in the Second Plan under different heads, 
as compared with original provisions 
(Rs. crores) 


Catagory of outlay Amount of outlay Amount of outlay 
incurred initially proposed 
Agriculture and community 
development 549 568 
(11.7) (11.8) 
Irrigation and power 882 913 
(18.9) (19.0) 
Industry and mining 1125 i ` 890 
(24.1) (18.6) 
‘Transport and communication 1261 1385 
(27.0) (28.9) 
Social services and 
miscellaneous 855 1044 
(18.3) (21.7) 
4672 4800 


(Figures in brackets indicate percentages to total outlay) 
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It will be seen that, as difficulties were experienced in | 
pushing the whole Plan through, industrial investment came to 
be even more markedly emphasised. This was partly the. effect 
of the guiding philosophy of the Plan that certain industries like 
iron and steel, heavy engineering etc. constituted the ‘core’ of the 
Plan, whatever imbalances they tended to generate in other sec- 
tors of the economy. Partly the emphasis on industrial projects 
was also due to the fact that foreign assistance was available 
mainly for this type of project and not for projects relating to 
agriculture, rural communications or literacy programmes which 
thus suffered a relative neglect. 


THE SECOND PLAN : AN ASSESSMENT 


Considering the fact that the real value of investment dur- 
ing, the Second Plan was not rising as fast ag money figures 
would indicate, the growth rate during the Second Plan was 
not unsatisfactory. Real national income at the end of the 
Second Plan was nearly 21.5 per cent higher than at the begin- 
ning. This was, of course, smaller than the target originally aim- 
ed at, which was 5 per cent per annum. But considering the 
constraints that were experienced, the performance did not fall 
below expectations. The output of common.consumer goods. 
increased, but owing to the heavy industry bias in the Plan this 
increase was unable to achieve a balance between demand and 
supply. Prices accordingly rose almost steadily during the 
Second Plan period. Moreover, it was disclosed in the 1961 
Census of population that the Plans were basing their estimates 
on unrealistic assumptions regarding population growth. Whereas 
the actual population growth rate was over 2 per cent per annum, 
the Plans were being drawn up on the assumption that popula- 
tion increased by about 1.5 per cent each year. This was 
responsible for underestimating the needs for consumption and 
for provision of educational and employment opportunities. The 
stress on heavy industries was important from a long-period 
point of view, but immediate needs had also to be attended to. 
The Second Plan’s performance was unsatisfactory in so far as. 
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it tended to neglect considerations of the immediate future and 
preferred to concentrate on longer-run considerations. 


The following table gives some idea about the progress- 
recorded in the economy during the Second Plan period. 


TABLE X 


Selected Indicators of Economic Progress 
During the Second Plan Period 


Item Unit Production in Production in 
1955-56 1960-61 
Foodgrains million tonnes 66.9 82.0 
Cotton cloth (mills) million metres 46.65 46.49 
Sugar million tonnes 19 3.0 
Paper and board thousand tonnes 190 350 
Steel (finished) million tonnes 1.3 2.4 
Cement do. 4.7 8.0 
Nitrogenous fertilizers thousand tonnes 
of N 80 99 
Phosphatic fertilizers do. of P,O; 12 54 
Coal million tonnes 39.0 55.5 
Electricity generation million kwh. 10,777 20,023 


In many of the industrial products actual increase in 
production was short of target. This was at least in part due 
to the fall in the value of investment in real terms, though other 
factors like under-estimation of cost, delay in execution, improper 
maintenance and underutilisation of capacity must also have been 
at work, During the Second Plan agricultural output as a 
whole went up by 22 per cent, the same as in the First Plan. 
Industrial output went up by 41 per cent, as compared with 39 
per cent during the First Plan. So, whatever might have been 
the intention of the Plan-makers at the beginning, the actual 
outcome of the two Plans was not very different. The nature 
of industrial development was, however, beginning to alter. 
New types of machine-building and chemical-manufacturing 
industries began to be set up. The output of these industries 
was not, of course, immediately available for domestic consump- 
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tion, but an export market for such output was not unlikely to 
develop if Indian prices remained competitive. We have al- 
teady seen that the price situation was taking an adverse turn 
throughout the Second Plan period. The shadows began to 
leagthen during the Third Plan period and forced a ‘Plan holi- 
day’ during 1966-69. 


CHAPTER 8 


THIRD FIVE YEAR PLAN, 1661-66 


The first steps in the preparation of the Third Plan were 
taken almost as soon as the imbalances in the Second Plan came- 
to be perceived. A Draft Outline of the Third Plan was drawn 
up on the basis of separate studies made earlier by a number 
of Working Groups dealing with different aspects of the Plan. 
This Draft received Parliamentary approval in August, 1960 
and was considered by the National Development Council in 
May-June, 1961. Throughout the preparatory stage of this Plan 
a number of leading economists, both Indian and foreign, were 
associated with the Planning Commission to ensure that the Plan 
remained a balanced one and that the maximum effort was: 
actually put forth to mobilise resources for the Plan. Besides 
economists, experts from other disciplines were also approached 
for advice and guidance at various stages in the preparation of 
the Plan. In fact, considered from the point of view of the 
expertise associated with planning, the Third Plan was certain to 
have been the most satisfactory of all the Plans undertaken so 
far in this country. Unfortunately, the outcome of the Plan was” 
at variance with the promise which the Plan carried at the outset. 
Various difficulties arose in the course of the implementation of 
this Plan, including two occasions when the country’s external 
security was threatened and consequently defence expenditure: 
had to be sharply raised. Although there might be close phy- 
sical links between industries needed for defence purposes and 
those providing the basic frame for economic development, the 
mobilisation of resources could not achieve that degree of 
success which might have ensured the full accomplishment of the 
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Plan’s initial objectives along with the essential needs of 
defence. 


THIRD PLAN OBJECTIVES 


The broad objectives of the Third Plan were not very 
different from those of the Second Plan. The only point to 
note is that the development of the agricultural sector with a 
view to achieving self-sufficiency in foodgrains and meeting 
industry’s raw material needs came to receive greater emphasis. 
The one-sided emphasis on heavy industry encouraged by the 
model underlying the Second Plan had been found to be ill- 
suited to the requirements of development in this country. 
Imports of foodgrains in larger quantities cach year were inter- 
ferring with the growth of other developmental imports. Hence 
self-sufficiency in foodgrains production as well as expanding 
the production of agricultural raw materials came to be included 
in the statement of the objectives of the Plan. As the Plan 
document stated, the principal aims kept in view when drawing 
up the Third Plan were the following : 


(i) to secure an increase in national income of over 
5 per cent per annum, the design of development 
being such that this rate of growth is sustained in 
the following periods ; 


(ii) to achieve self-sufficiency in foodgrains and increase 
agricultural production to meet the requirements of 
industry and exports ; 


(iii) to build up a basic industry complex with the aim 
of eliminating dependence on foreign countries for 
industrial materials and machinery within a period 
of ten years or sO; 


(iv) to utilise to the fullest extent the manpower 
yesources of the country and bring about a substan- 
tial expansion in employment opportunities ; 
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(v) to establish progressively greater equality of oppor- 
tunity and a better distribution of income, wealth and 
economic power. 


The growth objectives and social equality objectives were 
not very different as between the Second and the Third Plans. 
But the note of self-reliance in food, agricultura] materials, 
steel, chemicals and industrial machinery of all types was ob- 
viously a new one. In the First and Second Plans foreign aid for 
various purposes was avidly sought and no time-limit was 
conceived for making the country reasonably independent of 
foreign sources of supply. 


PLAN FRAME AND PERSPECTIVE 


The Third Plan did not attempt to bring into focus any 
simplified model which could explain in a nutshell how the 
development goals that were being talked about could be 
sequentially related to each. other. Instead, it depended on a 
number of inter-industry studies undertaken by the Perspective 
Planning Division of the Planning Commission as well as on 
detailed studies of demand and existing capacity carried out by 
the Working Groups. This was no doubt a more pragmatic 
approach than what the First and the Second Plans had adopted, 
but whether all the requirements of a balanced plan were satisfi- 
ed by this sort of segmented analysis of different parts of the 
Plan remains doubtful. It was obviously no substitute for a 
full-scale input-output analysis, supplemented by studies in 
econometric demand forecasting, network analysis and cost- 
benefit measurement which could have been pressed into service 
for drawing up a better balanced Plan. 


The Third Plan coincided with the publication of the 
provisional results of the 1961 Population Census which dis- 
closed that population was in fact increasing at a faster rate 
than had been taken into account in the two earlier Plans. As 
the outlook in regard to population growth changed, it became 
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clear that even with a sustained rate of income growth at 6 
per cent per annum the per capita income could not be doubled 
by 1973-74 which computations in the Second Plan had indicated. 
Apart from population growth two other difficulties had by this 
time come to be perceived. One was the difficulty of raising 
the saving-income ratio in a poor country with rapid population 
growth ; the other was the realisation that a part of industrial 
investment had to go into the production of consumer goods if” 
a situation of imbalance in consumer goods markets had to be 
avoided. Accordingly the sustainable rate of saving of the 
country was held to be no more than 12 per cent of the national 
income at the current stage of development. This had to be 
raised to 15-16 per cent by the end of the Fourth Plan and 
18-19 per cent by the end of the Fifth Plan if a satisfactory 
income growth rate had to be ensured. By the end of the Fifth 
Plan per capita income could then go up by 60 per cent over 
the 1960-61 level. As compared with the position at the begin- 
ning of the First Plan per capita income would then be about 
87 per cent higher after 25 years of planned development effort. 
The detailed working out of a 15-year long-term development 
Plan was said to be one of the tasks which the Planning Com- 
mission would be taking up after the Third Plan document was 
released, 


THE THIRD PLAN IN OUTLINE 


The Third Plan was presented in two variants. First, there: 
was a Physical Programme costing over Rs. 8000 crores in the 
public sector and about Rs. 4100 crores in the private sector. 
This Physical Programme was considered as essential to imple- 
ment if the targets of growth, self-sufficiency and sustained future: 
development were to be realised. But financial provisions could 
be made in the public sector for only Rs. 7500 crores. Accord- 
ingly the substantive version of the Third Plan is this second 
version, with its allocation of outlays as follows : 
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TABLE XI 
Allocation of outlays in the Third Plan, as proposed 
y Head of Outlay Amount Percentage of 
(Rs. crores) Total outlay 
Agriculture and Community 
Development 1068 14 
Irrigation and Power 1662 22 
Industry and Mining 1784 24 
Transport and Communications 1486 20 
Social services and miscellaneous 1300 17 
Inventories 200 8 
7500 100 


If the outlay on Irrigation is taken out and added to the out- 
lay on Agriculture and Community Development, the Third 
Plan was designed to raise the proportion of such outlay from 
20 per cent in the Second Plan to 23 per cent in the Third Plan. 
This indicated the extent of the shift towards a better balance 
between agriculture and industry which the Third Plan was 
expressly intended to bring about. The investment component 
of this total outlay in the public sector was Rs. 6300 crores, 
while current development outlay accounted for the remaining 
Rs. 1200 crores. With private sector investment estimated at 
Rs. 4100 crores, aggregate investment at the end of the Third 
Plan period was expected to move up to 14-15 per cent of the 
national income, whereas at the beginning of the Third Plan 
period the investment-income ratio was about 11 per cent. In 
1960-61 more than one-fifth of domestic investment was being 
financed by external resources. This was to be reduced to about 
18 per cent by the end of the Plan, 


As prices continued to rise throughout the Third Plan 
period the figures of outlay expressed in 1960-61 prices soon 
proved inadequate for the realisation of the physical targets in 
the Plan. Between 1955-56 and 1960-61 prices had gone up by 
about 35 per cent. The years 1961-62 and 1962-63 saw very 
moderate price increases, but in the remaining three years of 
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the Third Plan prices rose by nearly 30 per cent. The actual 
outlay figures rose to Rs. 8577 crores at the end of the period, 
» but in view of the higher price level prevailing the real value 
of this outlay may not have been much more than Rs. 6500 
crores at 1960-61 prices. 


The distribution of the final outlay is shown below. 


TABLE XII 
Actual outlay in the Third Plan, by types of outlay 


Head of Outlay Amount Percentage of 
(Rs. crores) Total outlay 
Agriculture and Community 

Development 1089 12.7 
Irrigation and Power 1916 22.3 
Industry and Mining 2112 23.0 
Transport and Communications 1967 24.5 
Social Services and Miscellaneous 1493 17.5 
8577" 100.0 


*Outlay under ‘Inventories’ included in different types of outlay 
listed. 


A comparison with the previous table will show that there 
was a Significant redistribution of shift in favour of Transport 
and Communications and against agriculture. Together with 
Trrigation schemes, major and minor, the actual outlay on 
Agriculture and related schemes fell to only 20.5 per cent of 
total outlay, as contrasted with the original provision of about 
23 per cent. The expressed intention to make the country self- 
sufficient in respect of agricultural needs lost its appeal after a 
time and other goals came to be stressed at the expense of agri- 
culture and irrigation. 


FINANCING OF THE THIRD PLAN 


A comparative account of the proposed financial scheme 
of 1960-61 and the realised pattern of financial resources will 
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show that anticipations relating to current revenue surpluses and 
surpluses from the public sector undertakings proved hopelessly 
wrong, partly owing to the price rise that had occurred. As a 
result more taxes had to be pressed into service and budget 
deficits had to be larger than were initially planned. The 
different sources of finance for the Third Plan are listed below. 


TABLE XIII 


Sources of finance for the Third Plan as proposed and as implemented 


(Rs. crores) 


eee 


Nature of Source Third Plan Third Plan 

Proposals Actuals 

Current revenue surplus (at 1960-61 taxes) 550 —419 
Railway surplus 100 62 
Surplus from other public enterprise 450 373 
Additional taxation 1710 2892 
Public. loans (net) 800 823 
Small savings (net) 600 - 565 
Other capital receipts and deposits 540 725 
Foreign assistance 2200 2423 
Deficit financing 550 1233 
7500 8577 


By 1965-66 nearly 14 per cent of the national income was 
being collected in taxes, as compared with about 10 per cent 
in 1960-61. The share of public sector investment in the 
Third Plan rose to 60.6 per cent as compared with 54.6 per 
cent in the Second Plan and 46.4 per cent in the First. Aggre- 
gate investment in the Third Plan, both public and private, 
amounted in current prices to a little more than the total of the 
First and Second Plans taken ~ogether, as the following table 


will show. 
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TABLE XIV 


Public and Private Sector Investment in the First, Second and 
Third Plans 


(Rs. crores) 


Period Public Sector Private Sector 

Investment Investment 

1951-56 1560 1800 
` (46.4) (53.6) 

1956-61 3731 3100 
(54.6) (45.4) 

1961-66 6300* 4100 
(60.6) (39.4) 


* Excludes funds transferred to private sector. 
(Figures in brackets indicate percentages to total investment.) 


THIRD PLAN: An ASSESSMENT 


In spite of the fact that the share of investment in national 
income rose in 1965-66 to 13.8 per cent as compared with only 
5.5. per cent in 1950-51 and 11 per cent in 1960-61, the per- 
formance of the Third Plan fell below all expectations. This 
was partly explained by the very severe downturn in agricul- 
tural prosperity in the unfavourable climatic conditions of 
1965-66 when national income actually declined by nearly 6 per 
cent. But even leaving aside this fortuitous factor the average 
growth rate was not satisfactory ; between 1960-61 and 1964-65 
national income rose by less than 20 per cent, while if the Plan 
projections were actually realised this growth should have been 
nearly 23 per cent. The relative ineffectiveness of investment 
in the Third Plan will be clear from the fact that, while invest- 
ment in the Third Plan equalled the aggregate of the First and 
the Second Plans, neither agricultural nor industrial. output 
increased in that proportion. Between 1950-51 and 1960-61 
industrial output had expanded 96 per cent, while agricultural 
output increased by 49 per cent. In the Third Plan period 
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industrial output registered a rise of another 50 per cent, while 
agricultural output increased (leaving out the unfavourable 
agricultural year 1965-66) by only 12.5 per cent. The declera- 
tion in both agricultural and industrial production was respon- 
sible for the development of shortages and gave rise to addi- 
tional demand for imports which, in turn, created formidable 
balance of payments problems. Imports of food, for example, 
increased in each of the years 1962-64 and rose to unprecedented 
levels in 1965. As compared with 1950-51 the quantum index 
of imports (all commodities) stood at. 192.1 in 1964 and rose 
further to 202.6 in 1965. The current account imbalance in the 
transactions of the country with the rest of the world worsened 
by almost Rs. 100 crores in the course of the Third Plan and 
the country came to be more dependent on foreign assistance. 
The role of foreign aid in the first three Five Year Plans will 
be clear from the figures in the table below. 


TABLE XV 


Foreign Aid utilised in the periods 1951-56, 1956-61 and 1961-66 


(Rs. crores) 
Period Foreign Aid Utilised 
1951-56 201.67 
1956-61 1430.19 
1961.66 2867.72 


At the end of the Third Plan period the per capita national 
income was no higher than at its beginning, about Rs. 310 at 
1960-61 prices. However, if the disaster year of 1965-66 is left 
out of reckoning, per capita income will be seen to have regis- 
tered a small increase. The national income per head was 
about 10 per cent higher in 1964-65 than in 1960-61. The 
domestic production of major consumer goods increased as 
follows. 
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TABLE XVI 
Increase in Output of Major Consumer Goods between 1960-61 
and 1964-65 
Commodity Unit Output in Output in 
1960-61 1964-65 
Foodgrains million tonnes 82.02 89.36 
Mill cloth million metres 4649 4675 
Sugar million tonnes 2.7 2.9 
Vegetable oils thousand tonnes 340 366 


Paper and board thousand tonnes 350 493 


Such increases in respect of the major consumer goods can 
by no means be called remarkable or even respectable. There 
were, however, brighter patches. The production of finished 
steel, aluminium (virgin metal) and machine tools increased 
by 200-300 per cent. Generation of electrical energy expanded 
by over 15 per cent in five years. There were marked addi- 
tions to the output of basic chemical products like Sulphuric 
acid. Also, a distinct bias could be discerned in favour of the 
output of such ‘luxury’ consumption items as domestic refrige- 
rators (300 per cent increase), air-conditioners (150 per cent), 
electric fans (150 per cent) and radio receivers (over 200 per 
cent). Apparently the pattern of allocation of investment had 
failed to conform to the principle that priority of treatment had 
to be given to basic investment goods and the primary needs of 
consumption. Market forces working through the prevailing 
distribution of incomes were too powerful for such a principle 
of planned priority to be realised, 


CHAPTER 9 
‘PLAN HOLIDAY’ AND THE ANNUAL PLANS, 1966-69 


The outbreak of hostilities with Pakistan in September, 1965 
not merely diverted resources from development to defence, 
but also virtually stopped the inflow of foreign assistance at a 
time when India’s external balance position was beginning to 
take a turn for the worse. Faced by this combination of 
unfavourable circumstances, the Government of India took the 
decision in June, 1966 to devalue the Rupee. Devaluation now 
came to be regarded by many economists as the only way out of 
the difficulties posed by mounting imports, stagnant exports and 
dwindling foreign assistance. Because of the uncertainty pre- 
vailing at the time as to whether the flow of foreign aid will 
revive, what the future course of prices was going to be, and 
whether the adverse agricultural conditions of 1965-66 were 
going to improve in the following years, a decision was taken 
to defer the preparation and execution of any Plan covering a 
period of five years until the situation became more normal. 
Instead, Annual Plans were to be drawn up and put into effect 
with a view to guiding the flow of such development expenditure 
as could be financed: with the smaller resources now likely to be 
available. The period of the Annual Plans, 1966-69, is usually 
regarded as a Plan Holiday period, But it should be noted that 
the planning agencies were neither dismantled nor did they cease 
to work. It is true that they lowered their sights and their 
horizons were narrowed. But they did not enjoy a slumber. 


In fact, before these uncertainties came to plague the deci- 
sion-makers, the Planning Commission had set into motion the 
initial exercises for the preparation of the Fourth Five Year 
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Plan. As early as 1962 a number of Working Groups had been 
set up to formulate proposals for the Fourth Plan as well as to 
frame a ten-year Perspective Plan covering the period 1966-76. 
These Groups had before them a review of the progress of the 
Third Plan up to 1963. On the basis of the progress achieved 
till then and in the light of the proposals emerging from the 
Working Groups, the Planning Commission submitted in May 
1964 a Memorandum to the National Development Council in 
which they suggested a total outlay of Rs. 21,500 crores for the 
coming Fourth Plan. This figure was worked out on the basis 
of prices prevailing in 1963-64 and was inclusive of private 
investment outlay to the tune of Rs. 7000 crores. The proposed 
Tatio of public to private sector investment in this preliminary 
estimate was 63: 47. The same total outlay was recommended 
in a subsequent document entitled ‘Fourth Five Year Plan— 
Resources, Outlays and Programmes’ which the Planning 
Commission presented to the National Development Council in 
September, 1965, although some of the programmes had been 
recast in the light of further consultations. By August, 1966 the 
Planning Commission, after taking into account the latest circum- 
stances including the fact of the devalued Rupee, came to the 
conclusion that the Fourth Plan outlay should be of the order of 
Rs. 23,750 crores at June, 1966 prices. This was inclusive of 
Rs. 7750 crores of private investment outlay, while public 
investment and other development outlay were to be respectively 
Rs. 13,600 and Rs. 2400 crores. This figure represented in real 
terms a somewhat smaller expenditure than was envisaged in the 
earlier Memorandum ; but the Proportion between public sector 
and private sector investment was not very different between the 
two documents. The stress in the pattern of investment was 
still definitely on the industrial sector, Agricultural pro- 
grammes were to account for about 15 per cent of public sector 
development outlay, while 27 per cent of the outlay was ear- 
marked for industry and mineral development, 19 per cent for 
irrigation and power, 19 per cent for transport and communi- 


cations and 20 per cent for social services and miscellaneous 
programmes. 
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This Draft Outline of the Fourth Plan (the 1966 Draft) 
could not be taken up for implementation owing to difficulties 
already mentioned. The Planning Commission estimated at the 
time that an annual growth rate of 5.5 per cent per annum, 
was achievable- with this order of investment outlay. This 
implied that per-capita national income could go up by 3 per 
cent annually, in spite of the resources constraint that undoubted- 
ly existed. This proposition could not, however, be put to the 
test. The Government of India’s decision to give up Five 
Year Plans for the time being and to direct development outlay 
on the basis of Annual Plans naturally ushered in a period 
of lull in long-range thinking about the country’s income and 
employment goals. 


THE ANNUAL PLANS 


In the period covered by the Annual Plans, 1966-69, public 
sector development outlay amounted to Rs. 6625 crores in the 
aggregate. This signified a level of development outlay which 
was almost on par with, or somewhat below, what had been 
achieved at the end of the Third Plan period. Public sector 
development outlay in 1965-66, the final year of the Third Plan, 
amounted to Rs. 2329 crores. In the three following years such 
outlay aggregated to Rs. 2164, Rs. 2085 and Rs. 2376 respec- 
tively. The sectoral allocation of such development outlay is 
shown in the table below. 


TABLE XVII 


Allocation of Public Sector Development Outlay in 1966-67, 
1967-68 and 1968-69 


(Rs. crores) 


Ttem of Outlay Outlay in Outlay in Outlay in Total 
1966-67 1967-68 1968-69 during 
1966-69 


Agriculture and Com- 
munity Development 334 314 459* 1107 
(17.0) 


90 INDIA’S EIVE YEAR PLANS 


Irrigation and Power 553 541 589 py 
(25.0) 
Industry and Mining 557 513 566 1636 
(24.0) 

Transport and 
Communications 424 398 401 1223 
(20.0) 
Social Services 269 290 325 884 
; (13.0) 
Other Programmes 27 29 36 92 
(1.0) 
2164 2085 2376 6625 


“Includes provision for the buffer stocks. 
(Figures in brackets indicate percentages to total outlay) 


Proportionately Speaking, the outlay on agricultural pro- 
grammes was marginally increased during this period. Social 
Services as well as Transport and Communications suffered from 
inadequate allocations. The ‘core’ of the heavy industry pro- 
gramme was not very much affected, except for the fact that 
the normal step-up in development outlay, which the Plans were 
expected to bring about, had to remain Suspended for the time 
being. The principal task of the Annual Plans was conceived 
in terms of the timely completion of work already in hand. New 
Projects with substantial investment requirements and fairly long 
gestation periods were on the whole deferred for the future, 


FINANCING THE ANNUAL PLANS 


e 


The pattern of financing develo 
Plan Holiday period was markedly d 


followed during the Third Plan period. After the massive tax 
effort of the Third Plan there had to be a period of relatively 
mild budgets, specially when agriculture was hit by bad monsoons 
and industry was passing through a recession. In the table 
below the comparative importance of different sources of 


finance is shown for the Third Plan as well for the period 
1966-69, 


pment outlay during the 
ifferent irom the pattern 
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TABLE XVIII 


Relative Importance of Sowrces of Finance for Public Sector 


Development Outlay, 1961-66 and 1966-69 


(Percentages) 
Nature of Source 1961-66 1966-69 
Taxation and Surpluses of Public Enterprise 34 24 
Capital and Public Deposits 25 30. 
Foreign Assistance 28 36 
Deficit Financing 13 10 


100 100 


Although one of the reasons for calling the Plan Holiday. 
was the uncertain prospect of foreign aid, tha development outlay 
during the Plan Holiday period was very largely sustained by 
external assistance. In. fact, after the devaluation of the Rupee 
in June, 1966 foreign aid substantially revived. In terms of the 
new- Rupee the authorised foreign aid over the period 1966-69 
was Rs. 3033 crores, whereas authorisation during the five years 
of the Third Plan period amounted to Rs. 2926 crores. It will 
not be factually. correct to claim that Plan expenditure had to be 
pruned for lack of foreign aid commitments. The difficulties 
were primarily with raising domestic resources at a time when 
domestic production was faltering and the ever-present threat of 
inflation did not permit larger doses of deficit financing. 


THE ECONOMY DURING THE PLAN HOLIDAY PERIOD 


Several factors inhibited the growth of private investment 
during the period when the Five Year Plans remained in sus- 
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pense. There was an absence of assurance about growing public 
sector demand for many articles produced in the private sector 
and this restrained private investment outlay. The devaluation 
increased the cost of imported machinery and materials, while 
substitution of indigenous techniques for imported ones could 
not proceed very far in the absence of necessary support from 
research institutions and the more resourceful entrepreneurs. 
The latter preferred to lie low at a moment when a number of 
investigations were on for finding out the causes of greater 
concentration of economic power since the Plans had been 
adopted. One significant index of the slowing down of private 
initiative in development would be the growth of the paid-up 
capital of non-Government companies at work in the country. 
Between 1960-61 and 1965-66 the paid-up capital of all such 
companies increased from Rs. 1272 crores to Rs. 1807 crores. In 
1969-70 the paid-up capital of all such companies was provi- 
_ sionally reported as not more than Rs. 1965 crores. 


Not only did private investment slacken. Installed capacity 
also was no longer utilised in full with the result that the 
growth of industrial output was no more than 12 per cent in 
the three years of the Plan Holiday as compared with 48 per 
cent during the Third Plan and 96 per cent in the first ten 
years of planning. The output of some essential consumer goods 
like cotton cloth actually fell below previous peaks and in a 
few capital goods industries like railway wagons there was a 
sharp downturn in production due to lack of orders. Indus- 
trial profits as a percentage of ‘net worth’ of companies touched 
very low levels in general with the exception of particular indus- 
try groups such as rayon, cement, medical and pharmaceutical 
preparations, tobacco manufacturing and a few others. 


In agriculture another season of droughts in 1966-67 
prevented quick recovery. Kharif cereals, whose output had 
fallen from 62.2 millions tonnes in 1964-65 to 49.6 million tonnes 
in 1965-66, recovered only to 52.1 million tonnes in 1966-67. 
Rabi cereals, wheat and barley, had fallen from 14.8 million 
tonnes to 12.8 million tonnes between 1965 aad 1966 and climbed 
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up only to 13.7 million tonnes in 1967. The production of 
pulses fell for the second successive year in 1966-67; from 12.4 
million tonnes in 1964-65 to 9.9 million tonnes in 1965-66 and 
further to 8.3 million tonnes in 1966-67. The poor seasons also 
affected the output of mustard seeds, linseed and sesamum as well 
as of the fibre crops cotton, jute and mesta. Sugarcane which 
escaped a decline in 1965-66 was hit by the adverse seasonal 
conditions in 1966-67. Per capita net availability of cereals fell 
from 415 grammes in 1965 to 355 grammes in 1966 and rose 
only nominally in 1967 to 357 grammes. Imports of foodgrains 
in 1966 were as high as 10.4 million tonnes. 


A favourable turn in agricultural conditions in 1967-68 
enabled the country to cut down on food imports in the next 
three years and by 1970 only about 3.6 million tonnes of food- 
grains were being imported annually. By 1968-69 sereals pro- 
duction had recovered to 83.6 million tonnes (1964-65: 76.9), 
but the production of pulses continued to cause concern, output 
in 1968-69 being only 10.4 million tonnes, as compared with a 
peak of 13:1 million tonnes in 1958-59. Hence the per capita 
net availability of foodgrains (cereals and pulses) continued 
to remain at a level lower than in 1964 or even in 1960. But 
in comparison with the years before the Plans were taken in hand, 
the food situation was slightly better in 1969; the per capita 
net availability of foodgrains was about 10 per cent higher. 
However, this extent of improvement was unlikely to produce 
much effect on the market availability of foodgrains, since only 
a small portion of the additional foodgrains output was likely 
to be marketed. The index number of retail prices of food 
articles, after a slight dip in 1968-69, resumed its upward trend 


in 1969-70. 


The depressed state of agriculture and the recession in the 
majority of industries implied a severe set-back for the growth 
of national and per capita incomes. The following table gives 
some idea of the movements in these respects over the period 
of the Plan Holiday. 
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TABLE XIX 


Movements in National Income and Per Capita Income (at 1960-61 
prices) during 1964-1969 


Year National Change Per Capita (Per cent) 

Income (per cent) Income Change 
(Rs. crores) (Rs.) 

1964-65 15885 1%) 335.1 se 

1965-66 15082 —5.0 311.0 —7.0 

1966-67 15240 1.0 307.9 —1.0 

1967-68 16494 8.2 326.0 6.0 - 

ABGS-68 16991 3.0 328.0 0.6 


It will thus, become obvious that even in 1968-69, when 
the Government of India once again gave the green signal for 
proceeding with the Fourth Five Year Plan, the per capita 
income had not recovered to the level prevailing in 1964-65. 
As compared with the beginning of the decade (i.e., 1960-61), 
however, per capita income was now about 7.7 per cent higher. 
Tt was idle to expect that in a country, riddled with so many 
forms of inequalities in wealth and status, this could bring 

„about any noticeable improvement in the lot of the majority 
Of the people. In fact, there were clear indications that the 
number of people living at or near the very margin of sub- 
sistence. was rapidly going up in spite of the Plans and the meagre 
increases in per capita income which they were able to bring 
about. The Fourth Plan, therefore, started with the interest of 
this submerged group of people very much in the forefront. 
Professor D. R. Gadgil, an eminent economists from Maharashtra, 
was asked to accept the Deputy Chairmanship of the Planning 
Commission and give shape to his ideas about planning which 
he had been urging the authorities to accept through a series of 
notes and memoranda on planning which he had published from 
time to time. We shall discuss Professor Gadgil’s approach to 


Planning in connection with our account of the Fourth Five Year 
Plan in the following chapter, 


CHAPTER 10 
FOURTH FIVE YEAR PLAN, 1969-74 


Although a draft of the Fourth Five Year Plan had been 
released in August, 1966 various difficulties arising out of suc- 
cessive crop failures, Indo-Pakistan conflicts, cessation of foreign 
aid for a period and the high cost of imports after the devalua- 
tion of 1966 had led the Government of India to defer the 
execution of the Fourth Plan by several years and guide deve- 
lopment outlay with a series of Annual Plans. Meanwhile, 
renewed consideration was given to the basic objectives of 
planning when it was revealed by a number of surveys and 
enquiries that the first three Plans had led to the improvement 
of economic conditions of certain sections of people only, while 
over vast stretches of the country large sections of people had 
remained submerged in the most abysmal poverty. The Plans 
had apparently failed to spread prosperity beyond a small class 
of beneficiaries comprising a few large business houses, big 
contractors, relatively large landowners, industrial workers with 
strong bargaining power, and so on. The economic condition 
of the vast majority of people had remained unaffected by the 
various schemes of development executed under the Plans, At 
the same time prices of most consumer goods were going up, 
thus eroding even the modest living standards of the people. 


In 1967 Professor D. R. Gadgil, a vehement critic of the 
existing planning policies of the Government of India, was 
invited to join the Planning Commission as its Deputy chair- 
man. Under his guidance the Planning Comission set about 
the task of re-defining the objectives of planning and re-working 
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priorities, with the primary aim of bringing the benefits of 
planning within the reach of all classes of people in the country. 
The new aims of the Planning Commission were placed before 
the National Development Council through a memorandum 
entitled ‘Approach to the Fourth Five Year Plan’. This was 
teleased for public discussion in May, 1968. 


PROFESSOR GADGIL’s APPROACH 


For at least the last ten years prior to 1968 prices were 
rising almost without respite. The fruits of growth were thus 
denied to people with relatively fixed money incomes, It was 
felt, therefore, that the Fourth Plan had to combine growth 
with stability of prices, if it was to spread its benefits to all 
sections of people. The problem of price “instability arose 
-largely out of the instability of agricultural production. The 
problem could be solved only by arranging to build up buffer 
stocks of the more important agricultural commodities, at the 
same time taking care that excessive deficit financing did not 
generate powerful inflationary pressures. 


During the Plan Holiday period, as we have already seen, 
even installed industrial capacity was not fully utilised. The 
Approach to the Fourth Plan promised to remove the obstacles 
to the maximum utilisation of industrial Capacity as well as 
initiate new investment projects with a fairly long gestation 
period so as to lay the foundation for work in the next Five Year 
Plan. It was estimated that industrial output could very well 
grow at a rate of 8-10 per cent per annum, a rate which had 
been achieved before the set-back in development since 1964-65. 
This, together with the growth in agricultural output at about 
5 per cent per annum, could yield an overall rate of growth 
of 5-6 per cent per annum. It was important, however, to ensure 
that the attempt to accelerate the growth process did not increase 
the country’s reliance on foreign capital and technology, The 
experience of the years 1958-65 had shown that industrial growth 
had come to depend on items of foreign ‘assistance so crucial 


that once the prop was removed the edifice of industrial structure 
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fell to pieces. The stress in the new Approach was on self- 
reliance and on development through more earnest efforts in the 
fields of domestic savings and exports. The average rate of 
domestic savings was intended to be stepped up from the prevail- 
ing level of about 8 per cent of national income to about 12 
per cent. Exports were to be stepped up by about 7 per cent 
per annum. It was believed that, if appropriate policies were 
pursued to realise these saving and export goals, net foreign aid 
(that is, net of interest and loan repayments) could be cut down 
to about half the level prevailing in 1968-69 by the time the 
Fourth Plan period ended. Of course, wherever possible, im- 
ports had to be substituted by domestic production and, in parti- 
cular, concessional food imports under Public Law 480 of the 
United States of America had to be stopped within the first 
three years of operation of the Fourth Plan. 


Along with this stress on self-reliance, the new Approach 
underscored the importance of involving all sections of the rural 
population to bring about all-prevading agricultural development. 
The farmer with tiny holdings, the landless worker, the farmers 
in dry areas, that is, all those who had received scanty benefits 
from the earlier Plans were to be given special attention during 
the Fourth Plan period. It was realised that effective action for 
improving the organisation of agriculture could not be initiated 
so long as agriculture alone had to find employment forthe bluk 
of the rural population. The development of various forms of 
non-farm employment was a sine qua non of agricultural pro- 
gress. Hence rural industries, using local raw materials or pro- 
cessing locally produced agricultural products, were to be 
assigned a very important place in the new strategy of develop- 
ment to be adopted for the Fourth Plan. 


As regards development in the organised industrial sector, 
the new Approach recognized the necessity of improving the 
working of both private sector and public sector industries. In 
the case of the former group the major requirements were 
relaxation of existing control measures, greater collaboration 
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between industry and government in drawing up industrial pro- 
jects, and greater freedom to entrepreneurs to develop in their own 
way within the general framework of the Plan. Planningfor the 
private industrial sector was required to be of the ‘indicative’ varie- 
ty, laying down only the major directions of development. So far 
as the public sector industries were concerned, stress was to be 
laid on the improvement of administration, on greater auto- 
nomy of management and on increasing the profitability of each 
undertaking. 


In the field of educational policy, the new Approach was 
to rationalise the process of expansion and to maintain certain 
minimum standards of quality. The institutional _ expansion 
programmes had to be related to estimates of manpower needs 
so as to avoid wastage of trained manpower resources. Among 
other social services the programmes of urban development were 
to receive special attention, since standards of urban amenities 


were on the down-grade in spite of nearly two decades of deve- 
lopment planning. 


The new Approach showed keen awareness of the fact that 
the benefits of planning had failed to percolate to the poorer 
sections of the community. This situation of imbalance was to 
be remedied by spreading the process of development all over 
the community. This required the creation of a basic infra- 
structure of facilities and services by relying on which new 
economic activities could be made to flourish. Inequalities in 
this respect between one region and another or between two 
adjoining areas were to be reduced in the course of the Fourth 
Plan. Programmes tailored to the resources and requirements 
of each area were to be carefully drawn up, so as to avoid a 
concentration of most resources on a small number of favoured 
localities, mostly in and around the metropolitan areas. This 
emphasis on a more balanced location of economic activities 
was a salient feature of the new Approach. 


The problem of unemployment also received considerable 
attention. It was held that no solution to this problem could 
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be found until the pattern of production changed suitably so 
as to offer greater scope for gainful employment. Only by 
extending agriculture and by developing small industries could 
one hope to absorb into productive employment such huge 
numbers. There was little point in creating employment for 
employment’s sake, unless such employment helped promote 
future development. 


Other directions in which the new Approach wanted to 
introduce more effective measures were: better nutrition for the 
poorer sections of people, prevention of the growth of income 
disparities, and control over high salaries and perquisities in both 
the private and public sectors. Greater equality, both inter- 
regional and inter-personal, was a key aim of the new Approach 
along with growth, stability and self-reliance. 


LonG-TERM PERSPECTIVE IN THE FOURTH PLAN 


The Fourth Plan was drawn up with the above new 
Approach in view. It was based on extensive consultations 
between the Central and State Governments as well as on detailed 
reports prepared for individual sectors by Working Groups set 
up for the purpose. The Plan, however, lacked a specific frame 
outlining the process of development envisaged during its course. 
There was very little in this Plan to correspond with the analy- 
tical exercises carried out in connection with the First, Second 
and Third Plans. In spite of this, the Fourth Plan, like its pre- 
decessors, looked beyond the five year period and indicated the 
possibilities for economic development over a span of 12 years 
beginning from 1968-69. Looking at the resources likely to be 
available for development, the authors of the Fourth Plan hazar- 
ded the guess that growth at 5.5 per cent per annum was. possible 
during the Fourth Plan period and at about 6.2 per cent per 
annum in the next 7 years up to 1980-81. Worked out in 
terms of the net domestic output (at factor cost), this implied 
an expansion in NDP from Rs. 29070 crores in 1968-69 to 
Rs. 58200 crores in 1980-81 (at 1968-69 prices)—in other words, 
a doubling in 12 years. In these twelve years population 
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would go up by nearly 30 per cent, so that the per capita 
domestic output could go up by about 53 per cent. These 
projections, however, were worked out on the assumption that 
population growth rate would slow down after the Fourth Plan 
„period, falling to a level of 1.7 per cent per annum in 1980-81 


as compared with 2.5 per cent per annum in the period covered 
by the Fourth Plan. 


To achieve these rates of growth and to sustain a growth 
rate of at least 6.5 per cent after 1980-81 the ratio of net invest- 
‘ment to the net national product had to increase appreciably. 
Tt was calculated that the ratio must go up from 11.2 per cent 
‘in 1968-69 to 14.5 per cent in 1973-74 and to around 18 per cent 
by 1980-81. Since reliance on outside resources was being ruled 
out in the new Approach, the resources for investment as well 
as for meeting interest obligations on foreign debts incurred 
earlier had to be obtained from domestic savings. The esti- 
mated requirements of savings showed that the marginal saving 
rate must be at least 28 per cent if the investment targets were 
to be realised. With a large part of additional income used up 
for saving, the growth of consumption could occur at 5.3 per 
“cent per annum during this twelve-year period, as compared with 
income growth at 6 per cent per annum. Again, a substantial 
slice of consumption expenditure in the aggregate had to take 
the form of such publicly provided goods as education, health 
services and national defence. Accordingly, per capita private 
“consumption expenditure in 1980-81 could not be much more 
-than 42 per cent above the level reached in 1968-69. 


As regards the distribution of per capita consumption, it 
was noted that, in spite of the increase in the average, ovet 
20 per cent of the population would continue to consume less 
than the minimum basic requirements, if the pattern of inequality 
in consumption ‘remained unchanged between 1968-69 and 
1980-81. The minimum consumption needs would cost, it was 
estimated, about Rs. 36 per month at 1968-69 prices, while the 
consumption outlays of at least 20 per cent of the people could 
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not rise above Rs. 27 per month in spite of the development 
that was expected to occur. 2 


The Perspective Plan for 1968-69 to 1980-81 provided for 
the following sectoral breakdown of the components of the net 
domestic product : 


TABLE XX 


Growth Rates in different Sectors of the Economy, as Proposed in 
the Perspective Plan for 1968-69—1980-81 


(Rs. crores at 1968-69 prices) 


Sector Net Domestic Product Percentage 
1968-69 1980-81 growth 
over the 
period 
Agriculture and allied sectors 14860 25400 71 
Mining, manufacturing ete. 5500 15000 173 
Other sectors 8719 17800 104 
All sectors 29070 58200 100 


The fastest growing sector would be the mining and manu- 
facturing sector, growing at a compound rate of about 9 per 
cent per annum. The agricultural sector was expected to grow 
at 5 per cent per annum. This rate of growth was reckoned to 
be sufficient for meeting food and raw material needs for the 
growing economy. The expansion programmes in the industrial 
sector were to be so designed as to reduce dependence on 
foreign countries for basic metallic products like steel and 
aluminium and essential chemical products like fertilizers. 


The Perspective Plan also mentioned a possibility of 
advancing the date of reaching long-term targets by two years— 
that is, by the end of the Fifth Plan (1978-79). Such a change 
in the strategy of planning would call for a 7.2 per cent rate 
of growth per annum instead of the 6 per cent rate postulated 
earlier. But growth at the lower of the two rates could also 
produce, according to the framers of the Plan Perspective, a 
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‘tangible impact on the life and living standards of the people’ 
and could help in ‘assuring minimum standards of living to the 
poor’. The key to the advancement of living standards was to 
be found in accelerating the rate of growth and slowing down 
the rate of growth of population. Policy-induced transfers of 
income and consuming capacity were not regarded as essential 


for the relief of poverty, if development could be suitably 
dispersed. 


AN OUTLINE OF THE FOURTH PLAN 


The targeted outlay for the Fourth Plan was Rs. 24882 
crores in five years, made up of Rs. 13655 crores of public 
sector investment, Rs. 8980 crores of private sector investment 
and Rs. 2247 crores of current development outlay in the public 
sector. The size of the public sector plan was thus Rs. 15902 
crores (at 1968-69 prices). Total investment outlay, Rs. 22635 
crores, was to be divided between the public and the private 
Sectors in the ratio of about 60 : 40. 

The distribution of public sector outlay over different types 


of development projects, as proposed in 1968-69 by the Planning 
Commission, is shown in the table below : 


TABLE XXI 


Distribution of Plan Outlay in the Public Sector: 
The Fourth Plan, 1969-74 


Type of Outlay Amount Percentage 


(Rs. crores) 


Agriculture and allied sectors 


2728 17.2 
Irrigation and Power 3534 22.2 
Industry and Mining 3631 22.8 
Transport and Communications 3237 20.4 
Social Services 2580 16.2 
Others 192 1.2 


15902 100.0 
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The above allocation of Plan outlay may be compared 
with the allocation in the Third Plan as actually executed. We 
find that the Agricultural and Social Services sectors were given 
a higher priority in the Fourth Plan and this was effected by 
lowering the proportion of outlay on Transport and Communica- 
tions. During the Plan Holiday years outlay on Transport and 
Communications as well as on Social Services suffered more than 
proportionate cuts. The pattern of allocation in the Fourth 
Plan redressed to some extent the concerntration of emphasis on 
Irrigation, Power and Industries during the 1966-69 period. 
The Third Plan, as executed, spent only 20.5 per cent of total 
outlay on Agriculture and Irrigation, whereas the original Third 
Plan had provided for an outlay of about 23 per cent. In the 
years since 1966-67 Agriculture and Irrigation received higher 
priority. The three Annual Plans spent about 24 per cent of their 
total outlay for these two purposes. The Fourth Plan also pro- 
posed to maintain outlay under these two heads in the same 


proportion to total: outlay. 


The proportion of outlay on Industry and Minerals was to 
remain at nearly the same level in the Third and Fourth Plans. 
The Fourth Plan proposed to invest nearly Rs. 5298 crores in 
organised industry and mining, of which over 60 per cent would 
be in the public sector. Again, about 80 per cent of public 
sector investment in industry and minerals was to be made in 
the ‘core’ industries like iron and steel, non-ferrous metals, 
fertilizers and petroleum products etc. In addition, the State 
was to make infra-structural investment in the backward regions 
so as to attract private investment to such regions. 


The target rate of growth for the Fourth Plan, 5.5 per cent 
per annum, was expected to provide for a 3 per cent per annum 
growth in per capita income. The national income, valued 
at 1968-69 prices, was to go up from Rs. 28800 crores in 1968-69 
to Rs. 37900 crores in 1973-74, while the per capita income was 
to move up from Rs. 546 to Rs. 636. Along with the growth 
objective, the Fourth Plan also took up for amelioration the 
problems of regional imbalances, social disparities, unemploy- 
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ment and poverty. By cutting down non-food imports and 
expanding exports at the rate of 7 per cent per annum it pro- 
posed to bring down the level of net foreign aid in 1973-74 to 
about half the level of 1968-69. To achieve all these aims net 
investment had to move up from 11.3 per cent of national 
income in 1968-69 to 14.5 per cent by the end of the Plan. 
Since this was to be accomplished mainly on the basis of domes- 
tic resources, the ratio of domestic savings to national income 
was required to go up from about 8.8 per cent in 1968-69 to 
13.2 per cent by 1973-74. The reliance on foreign resources 
for investment purposes was to be reduced by at least 50 per 
cent over the Fourth Plan period. 


FINANCING THE FOURTH. PLAN 


The scheme of financing the development outlays in the 
Fourth Plan was marked by a desire to reduce reliance on ex- 
ternal resources and on deficit financing which might have infla- 
tionary .consequences. Accordingly about 78 per cent of the 
resources involved in the public sector’s Plan outlay was pro- 
posed to be obtained from domestic budgetary resources, about 
17 per cent from external assistance and only about 5. per cent 
from deficit financing measures. This contrasted very sharply 
indeed with the corresponding proportions in the Third Plan, 
which were respectively 59, 28 and 13 per cent. During the 
period of the Annual Plans the corresponding percentages were 
54, 36 and 10, The attempt to raise additional resources through 
normal budgetary procésses implied both additional taxation and 
higher prices for publicly provided goods like irrigation water 
and electricity. It also envisaged more extended borrowing pro- 
gramme both by the Central and State Governments as well as 
„by the public sector undertakings. A summary view of the 


financial proposals accompanying the Fourth Plan is provided in 
the table’ below. 
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TABLE XXII 
Financial Basis of the Fourth Plan’s Public Sector Outlay 
Source of Finance Amount 
(Rs. crores) 
Balance of current revenues 1673 
Railway surplus 265 
Surplus from other public undertakings 1966 
Public loans 1415 
Small savings 769 
Gther capital receipts and public deposits 2241 
Borrowing by public undertakings 911 
Additional taxation and other surpluses 3198 
External assistance : 2614 
Deficit financing 850 
15902 


The level of private investment projected in the Fourth Plan 
was Rs. 8980 crores at 1968-69 prices. This was to be financed 
by private savings (including the savings of the corporate sector) 
to the extent of Rs. 8950 crores and only a sum of Rs. 30 crores 
(met) was expected to be invested in the private sector from 


. abroad. 


MID-TERM APPRAISAL OF THE FOURTH PLAN 

Towards the end of 1971 the Planning Commission 
attempted a comprehensive appraisal of the progress of the 
Fourth Plan projects up to the middle of 1971. Tt was observed 
that though the rate of growth of the economy had picked up 
to a fairly satisfactory extent in the first year of the Fourth Plan 
period (1969-70), therate dropped inthe second and third years 
of the Plan. The decline in the rate of growth after the first 
year was not due to any sudden shortfall in agricultural produc- 
tion. Actually the agricultural output was growing up to 1971 
at a rate faster than that envisaged in the Fourth Plan. The 


“industrial recession, however, showed little sign of being reversed. 


The factors which were holding back fuller utilisation of 
installed industrial capacity could be classified into supply bottle- 
necks and demand deficiencies. The supply bottlenecks were 
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caused by either faulty planning or by uncoordinated execution 
of different projects. There were unanticipated shortages of 
Taw materials, components, stores and spares. Power and trans- 
port facilities were often inadequate for obtaining production 
at targeted levels. In Eastern India, in particular, production 
also suffered due to disturbed industrial relations and distur- 
bances to law and order. 

Demand deficiencies arose mainly because of a failure to 
step up investment demand as fast as had been proposed initially 
in the Plan. Basically this was due to a failure to increase the 
marginal rate of saving. In fact, saving in 1970-71 wag esti- 
mated to be no more than 8.8 per cent of the national income, 
as against 11.1 per cent reached in 1965-66. The growth of 
additional capacity in many important industrial sectors was 
also inhibited by the same set of factors, as well as by adminis- 
trative delays in granting licences for expansion and lapses on 
the part of industrialists holding up timely implementation of 
licensed projects. 

The Mid-term Appraisal also revealed that due to the 
difficulties in mobilising resources for public sector Plan outlay 
the aggregate outlay in the Fourth Plan would fall below the 
stipulated outlay by 10-15 per cent in real terms. In terms of 
1971-72 prices the aggregate public sector Plan outlay was now 
expected to be Rs. 15898 crores, of which Rs. 13298 crores was 
to be investment outlay and Rs. 2600 crores current develop- 


ment outlay. The financial Prospects, as seen in the second 
half of 1971, appeared to be as follows. 


TABLE XXIIT 
Fourth Plan Finances as Revised in the Mid-term Appraisal, 1971 


Source of Finance Amount 


(Rs. crores) 


Current revenue surplus 802 
Surplus of Public Undertakings 1440 


(including railways) 
Public loans 


Small Savings 
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Other capital receipts and deposits 2459 
Borrowing of public undertakings 1151 
Additional taxation and surpluses 3728 
External assistance 2540 
Deficit financing 1203 

15898 


Thus the share of deficit financing in the total outlay was 
anticipated to go up to 8 per cent, as against 5 per cent envisaged 
in the Plan as originally formulated. This was in spite of the 
fact that an additional Rs. 530 crores were proposed to be 
obtained from taxation and other revenue-raising measures. 
The high hopes entertained in 1969 about financing almost 13 
per cent of Plan outlay with the retained profits of public enter- 
prises had to be scaled down as the result of more realistic 
appraisals. This proportion was put in the revised estimate at 
less than 8 per cent. 

Resulting from this failure of saving to look up, the new 
projections of aggregate net investment, and of private invest- 
ment as a component of it, were also lower than the original pro- 
jections. It was now estimated that the ratio of net invest- 
ment to the net domestic product could not be much more than 
11.1 per cent in the final year of the Fourth Plan, as against 
13.1 per cent anticipated three years earlier. Private invest- 
ment, in terms of 1971-72 prices, was now projected at Rs. 9246 
crores for the entire period of the Fourth Plan. Although 
slightly larger in money terms than the originally worked out 
figure, in real terms this amounted to a shortfall. 


The one bright patch in an otherwise gloomy situation was 
the improvement in the country’s foreign exchange reserves. 
This was the outcome of export growth at about 6.4 per cent 
per year which was quite close to the 7 per cent growth rate 
envisaged in the Plan. But another contributing cause was 
the failure of imports to grow at the anticipated rate because 
of the slow recovery of industrial production at home. Food- 
grain imports, however, continued at rates anticipated earlier. 
By September, 1971 the country had built up, with both im- 


108 INDIA’S FIVE YEAR PLANS 


ported and domestically procured foodgrains, a buffer stock of 
food consisting of 4.9 million tonnes of wheat, 0.6 million tonnes 
of rice and 0.3 million tonnes of coarse grains. The harvests of 
1969-70 and 1970-71 were satisfactory and foodgrains produc- 


tion had reached 107.8 million tonnes by the middle of the 
Fourth Plan period. 


Some important targets of production for the Fourth Plan 
and actually achieved levels up to 1970-71 are to be found in 
the following table. 


TABLE XXIV 


Selected Targets of Production in the Fourth Plan 
Compared with Levels attained in 1970-71 


Item Unit Targets for . Production 
1973-74 in 1970-71 
Foodgrains million tonnes 129.00 107.82 
Mill cloth million metres 5100.00 4200.00 
Sugar million tonnes 4700.00 3765.00 
Coal do. 93.50 75.00 
Petroleum (crude) do. 8.50 7.00 
Refining capacity 
(throughput) do. 26.00 18.00 
Electrical energy 
(instaHled capacity) million kw. ` 23.20 16.49 
Electrical energy 
(power generation) billion kwh. n 55.80 
Finished steel million tonnes 8.10 4.47 
Aluminium thousand tonnes 220.00 168.70 
Copper do. 31.00 9.33 
Zinc do. 70.00 23.40 
Sulphuric acid do. 2500.00 1116.00 
Nitrogenous fertilizers do. (of N) 2500.00 930.00 
Phosphatic fertilizers do. (of P,0,) 900.00 229.00 
Cement million tonnes — 18.00 14.40 
Machine tools million Rs. 630.00 272.00 
Heavy industry machinery thousand tonnes 75.00 20.00. 


: The Position reached in 1971 was by no means dishearten- 
Ing, since the food economy of the country appeared to be 
buoyant and except in a number of very capital-intensive and 
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skill-intensive industries targets in the industrial sector appeared 
within reach, if only the installed capacity could be properly 
utilised. In the fields of social services and welfare measures 
progress was more or less according to plan. Hence the Plan- 
ning Commission could still hope that a 5.5 per cent average 
rate of growth in the remaining years of the Plan could compen- 
sate largely for the relatively slow progress of the first two 
years. So far as the long-term goals for 1980-81 were concerned 
the prevailing view was that, given the necessary drive and mobi- 
lisation of resources, these long-term targets could yet be 
reached. 

Then occurred in succession the heavy refugee influx from: 
Bangladesh, the second conflict with Pakistan within a decade, . 
the slowing down of the tempo of the so-called Green Revolu- 
tion and the unfavourable turn in domestic agricultural condi- 
tions. Superimposed on all this was the international situation 
with its inflationary portents arising out of critical raw material 
shortages and fuel price hikes. By the end of the Fourth Plan 
period inflationary pressures in the Indian economy became sO 
powerful that the long-term goals of planning had by that time 
come’ to be dismissed by many as a futile academic exercise. 
The vast majority of the people had no other option open to: 
them than to become involved in the frustrating game of sal- 
vaging from an inflation their own shares of an almost stationary 
national product. 


TABLE XXV 


Public Sector Outlay in the Fourth Plan: 
1969-74 (actuals) 


— 
(Rs. crores) 

Ttem of Outlay Actual Outlay Percentage of Total 

Agriculture and Community 2320 14.7 
Development 

Irrigation and Power 4286 27.2 

Industries and Mining 3107 19.7 

Transport and communications 3080 19.5 

Social Services and Others 2985 18.9 


== 


Total 15,778 100.0 


110 INDIA’S FIVE YEAR PLANS 


TABLE XXVI 


Ghange in Net National Product over the Fourth Plan Period 
(Provisional figures in Rs. Crores) 


Year Net National Product Net National Product 
at Current prices at 1960-61 prices 

1969-70 31770 (600.6) 18092 (342.0) 

1973-74 49148 (851.8) 20034 (347.2) 


(Figures in brakets indicate per capita incomes) 


TABLE XXVII 


Movement of Wholesale Prices and Consumer Prices 
over the Fourth Plan Period 


Year Wholesale Price Index (Gamers Price Index 
(Working Class) 
(1960.61 =100) (1949 =100) 
1969-70 171.9 213* 
1973-74 254.8 369* 


“Average for J: anuary-December, 1969 and 1974 respectively. 


CHAPTER II 
FIFTH FIVE YEAR PLAN, 1974-79 


Experience gained during the first twenty years of planning 
had made several things clear. First, though the First Plan had 
over-fulfilled its growth targets, a tendency had since developed 
for the under-fulfilment of targeted growth rates. Thus, in the 
Fourth Plan the average annual rate of growth was unlikely to 
exceed 3.5 per cent, though the framers of the Plan had initially 
planned a growth rate of over 5.5 per cent. Secondly, even 
this average rate of growth was frequently characterised by un- 
foreseeable fluctuations in agricultural and industrial production 
instead of being a steady upward movement. Such fluctuations 
arose primarily from the vulnerability of agriculture to adverse 
seasonal conditions; an agricultural downturn brought in its 
wake under-utilisation of industrial capacity, lower exports, lower 
commercial turnover and perhaps lower investment throughout 
the economy. Thirdly, it was made abundantly clear that 
such growth as was occurring in India was hardly percolating 
to the general population, both because the rate of growth was 
low in relation to population growth and also because the 
people in general could not benefit from a process of growth 
which depended very largely on capital and skill-intensive 
methods of production. Since ordinary people had neither the 
capital to invest nor the skill to participate in the new methods 
of producion adopted in many of he Plan projects, they remained 
largely outside the ambit of planning. It is true that some Plan 
projects in agriculture, small and village industry and road or 
river transport played a part in improving the duration and terms 
of employment of farmers and artisans working in their tradi- 
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had 
Millon even below the level to which they were accustomed im 
the early 1960’s. It was accordingly felt that the emphasis on 
an average growth rate without adequate recognition of the 
need for a proper distribution of the fruits of growth could no 
longer serve the purpose of a guideline for planning in India. 
In fact, not only in India but also in several other undeveloped: 
regions, there was acute dissatisfaction with the ‘misleading 
cult of growth’, since growth appeared to have favoured only 


the few and had failed to improve the conditions of living for’ 
the many. 


One important reason why growth had failed to touch the: 
lives of the masses was the inability of the planned pattern of` 
growth to draw much larger number of people into productive 
employment. There was ample evidence to establish that since 
the early 1950’s ag the population had grown, so had the num- 
ber of the unemployed and the under-employed. The failure to 
throw up as many jobs as were evidently. in demand is very 
commonly regarded as a deficiency of the Plans in India. Yet 
every country with a rapidly growing population is sure to face 
this difficulty, arising basically out of the disproportionate growth 
of labour and capital. Such ‘structural’ unemployment and 
underemployment are among -the most difficult of economic 
problems. Some countries tty to overcome this difficulty by 
Concentrating on the creation of Only those forms of capital’ 
which call for a large labour componertt to make and work 
an Peal keeps productivity per worker at a low 
them in ‘relief? pale! cok afton dis ungmployed by absorbing 

employment during periods when they are thrown 


si of ordinary employment. This involves ‘transfer’ of income 
Tom high-productivity workers to the rest. In India neither 
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of these methods has proved capable of application to the ex- 
tent necessary to eradicate poverty arising out of periods of 
enforced idleness. 


It is a truism that mass poverty cannot be eradicated with- 
out a sizeable growth of the national product. Hence it is 
difficult to agree that, by showing a concern for growth, the 
earlier Indian Plans had in any sense frustrated efforts at 
dealing with the vitally important problem of poverty. But 
the earlier Plans probably made a mistake by taking growth as 
the primary objective and employment as only a secondary 
sub-objective, since it should have been obvious from the out- 
set that no amount of growth could solve the problems of 
poverty and destitution if employment resulting from the process 
of growth remained confined to a narrow segment of society. 
The importance of the pattern of growth for attaining objectives 
relating to employment and to a fairer distribution of the fruits 
of growth was not sufficiently realised. It was taken for 
granted that growth has a natural tendency to spill over from 
one segment to others. Barriers that prevent such spill-over 
from the modern to the traditional sectors were often treated 
as if they did not exist. 


APPROACH TO THE PLAN 


The Fifth Five Year Plan was ushered in with a view to 
altering the prevailing pattern of sharing of consumption in 
Indian society and providing for greater equality in the living 
standard of the people. By creating more employment oppor- 
tunities it proposed to provide a corrective to the existing un- 
equal distribution in purchasing capacity. In their document 
entitled ‘Towards an Approach to the Fifth Plan’, issued in 
May 1972, the Planning Commission stressed the following 
goals in addition to the usual objectives of growth, stability 
and greater self-reliance : 


(a) Implementation of a National Programme of Minimum 
Needs—The necessity for incorporating this programme in the 
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Plan arose out of the consideration that different groups of people 
had, even after twenty years of planning, very different access 
to publicly provided goods like primary education, medical 
care, road communication, supply of pure drinking water and 
so on. One aim of the Fifth Plan was to equalise conditions 
in these respects. For elementary education, the objective was 
defined in terms of the location of primary and middle schools ; 
there should be normally one primary school within 1.5 km. of 
every village and one middle school within a radius of 5 km. 
As regards road development, the objective was defined as the 
provision of an all-weather road to every village with a popula- 
tion of 1500 or more. The expenditure on rural water supply 
schemes was to be stepped up from the level of about Rs. 40 
crores to an annual average of Rs. 100—120 crores. Provision 
of house sites for the rural poor and slum clearance and re- 
development for the urban poor were other items in the Mini- 
mum ‘Needs Programme. 

(b) Implementation of Special Employment Programmes 
—It was realised that the growth pattern followed so far had 
left a large number of people unaffected. The growth in the 
population of employable age, without a corresponding growth 
in employment opportunities, was creating not only economic 
distress and inequities but also a potentially explosive social 
situation. The programmes in the Fifth Plan were chosen with 
an eye to their employment-creating possibilities, so that the 
overall degree of capital-intensity in the Five Year Plans could 
be reduced. This, of course, did not imply the abandonment 
of programmes of investment in heavy and basic industry, since 
these were essential for laying the basis for future growth. But. 
even after accepting certain long-term growth objectives, it was 
considered possible to have special programmes of employment 
creation on a larger scale than had been undertaken in the ear- 
p Plans. Both the Third and the Fourth Plans had intro- 
aa The Hitt Fan e ae ee 
the scope of such employment Mig S pen en ARE 
employment-creating schemes with Shae eee a 

programmes of production 
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in a more effective manner and to bring the educated unem- 
ployed within the purview of such special programmes. 


(c) Greater equalisation of consumption levels with a view 
to relieving mass poverty—In spite of four Five Year Plans the 
proportion of people living below the levels of minimum sub- 
sistence needs showed no signs of decline. It was estimated 
that in 1972 more than 22 crores of people, that is nearly 40 
per cent of the population, lived below the minimum standard 
of consumption. The Fifth Plan aimed at bringing such people 
a little closer to the minimum level of living. This was to be 
accomplished without relaxing the requirements of growth, viz. 
greater saving and investment. Hence any improvement in the 
levels of living of the poorest sections could be brought about 
only by imposing a cut on the consumption levels of the rich. 
By devising suitable measures of taxation and subsidisation as 
well as by developing a system of public distribution of essen- 
tial consumer goods at fair prices, the Plan was to bring about 
some improvement in the living standards of the poorest 30 per 
cent of the population. For accomplishing this the richest 30 
per cent had to accept some reduction in their current con- 
sumption levels. ‘ 


In pursuit of the objectives outlined above the Planning 
Commission, which had been re-constituted in June 1971, 
worked out a preliminary Plan in 1972, estimated to cost 
Rs. 51165 crores at 1971-72 prices. In their ‘Approach Paper’ 
published in January 1973 the Planning Commission made it 
clear that the poor performance of the Fourth Plan compelled 
them to take a more cautious attitude regarding the attainable 
rates of growth in different spheres. Even so, there were no 
reasons why a 5.5 per cent annual rate of growth of the natio- 
nal income could not be realised with the resources likely to be 
available. In fact, considering the rate of population growth 
and the need for striving at the various Plan objectives a lower 
rate of growth would serve little purpose. The Plan was so 
designed that with this overall rate of growth a different pattern 
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of production, more suitable for raising the levels of living of 
the poorest classes, could be readily introduced. 


The total Plan outlay of Rs. 51165 crores was made up of 
Rs. 29745 crores of public investment outlay, Rs. 5850 crores 
of current development outlay and Rs. 15570 crores of private 
investment. The level of investment envisaged was thought 
capable of yielding growth rates of over 4 per cent per annum 
for the agricultural sector and about 8-10 per cent per annum 
for the industrial sector. It was also designed to lead, via 
import substitution and export promotion, to a more satisfac- 
tory balance of payments position, so that by the end of the 
Fifth Plan (1978-79) net foreign aid (that is, excluding repay- 
ment obligations on foreign loans incurred in the past) could 
be brought down to the zero level. In addition to the growth 
and self-reliance objectives the Plan would, as already indicated, 
help realise the objective of greater equalisation of consumption 
levels among different social classes. Through the Programme 
for Minimum Needs an outlay of about Rs. 5500 crores was 
to be undertaken for improving levels of elementary education, 
medical care, rural drinking water supply, provision of home 
sites for the landless in rural areas, slum clearance and re-deve- 
lopment in the urban areas, and development of all-weather 
Toads and electricity for the benefit of the villages so long 
bereft of such facilities. It also stressed schemes like minor 
irrigation, soil conservation, dairy farming, fisheries, etc. - which 
could provide supplementary employment for the landless 
labourers and small owners in the rural areas. By improving 
their earning power the Plan could, it was believed, raise the 
share of the poorest 30 per cent of the population in the coun- 
try’s total consumption, thus taking a significant step towards 
the eradication of mass unemployment and mass poverty. 
Since the -consumption needs of the poor could be met with 
goods haying a smaller import content, such a change in the 
pattern of consumption would be beneficial to the country’s 
balance of payments position as well. 


On the financial side the Fifth Plan Approach Paper laid 
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great stress on the need for non-inflationary financing of deve- 
lopment, since prices were once again showing an upward trend. 
Deficit financing was to be kept down to a level consistent with 
price stability and more reliance was to be placed on addi- 
tional resource mobilisation through the Central and State 
budgets. A preliminary estimate put the necessary amount 
of such additional resources as between Rs. 6000 and Rs. 7000 
‘crores over the five-year period. 


APPROACH TO THE FIFTH PLAN: A CRITIQUE 


The emphasis laid in the Fifth Plan on a proper distribu- 
tion of the fruits of growth through the creation of opportuni- 
ties of employment for larger sections of the people was undoub- 
tedly.a step in the right direction. But there was little basis for 
the claim that it represented an entirely novel idea. Even in the 
Second Plan, when Indian planners turned to basic capital 
goods industries for quickening the pace of growth of the eco- 
nomy, a complementary employment-creating plan, based. 
largely on the revival of the village handicrafts, had been intro- 
duced. The Third and Fourth Plans also had their own Special 
Rural Employment Schemes, It was generally believed that 
these special employment-creating measures ‘would leave rural 
society better equipped with irrigation facilities, all-weather 
roads, and other useful social capital. It was likely however, 
that such schemes, through they might have contributed to- 
wards creating some relief-type employment for certain groups 
of people, did not prove sufficiently productive and were of 
little help for raising levels of living in the rural community. 
The trouble lay with the inability to provide employment of 
such a quality as could effect a transformation in the living 


conditions of the people. 


The aim in planning. should not be simply to provide some 
kind of employment that suffices to keep body and soul together, 
but also to ensure that such employment really helps: a man 
(or woman) to live somewhat more decently than before. This 
is possible only when the additional. employment is found in 
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sectors where productivity is higher than the very low level of 
productivity which we have been so long forced to accept as 
normal. Creation of employment and growth of productivity 
are thus two aims which cannot be separated from each other 
if our objective is to make a dent on the problem of mass 
poverty through taking up schemes for additional employment. 
If productivity remains unchanged, then additional employment, 
however useful as a stop-gap measure, will fail to bring about 
the much-needed improvement in living standards. 


The Fifth Plan Approach could be successful in its endeav- , 
our towards creation of mass poverty and unemployment only 
to the extent that it contributed to raising average productivity 
all around. If such increases in productivity did take place in 
rural occupations, the problem would be simplified. But if 
the productivity increase remained confined to urban occupa- 
tions only, as had happened in India, the problem would be 
more complex, since the fruits of growth would then have to 
be transferred in one way or another to the rural areas to 
enable the rural people to taste some of the fruits. Average 
productivity in rural occupations was unlikely to improve, and 
could even decline, if additional employment had to be found 
mainly in those occupations and if those occupations remained 
organised on traditional lines. In such circumstances the twin 
objectives of amelioration of mass poverty and unemployment 
were incapable of realisation without considerable inter-regional 
and inter-sectoral transfers. 


If average productivity in general improved because of a 
fairly sharp rise in the productivity of urban occupations, ways 
could be sought to transfer a part of the improved outcome to 
the rural areas. To some extent this would come about natu- 
rally, because larger urban incomes would generate greater 
demand for rural products and the terms of trade would turn 
in favour of the rural areas. In fact, this process was already 
at work in India for a number of years. But, given the exis- 
ting distribution of property rights in land and other valuable 
assets in the rural areas, this natural process of transfer could 
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benefit only a very small section of the rural population. The 
Approach to the Fifth Plan did not give any convincing answer 
to the question as to how the rest of the rural population also 
could be made to benefit from the improvement in general 
productivity which would consist largely of an improvement in 
the urban-centred activities. In the absence of vigorous 
measures of redistribution of assets and incomes, reliance would 
once again have to be placed on peripheral measures like crea- 
tion of ‘relief? employment, provision of some more public 
goods in the rural areas, and so on. But, as we have already 
noted, such measures would fail to make a dent on the problem 
of sub-marginal living for millions of our countrymen. 


The Approach worked for a re-structuring of consumption 
outlays. But too much was left in this respect to the working 
out of the ‘natural’ forces, since it was apparently expected 
that the rural poor, with greater opportunities of employment 
at higher incomes, would be able to acquire for themselves a 
larger share of the consumer goods to be produced. In fact, 
in the expectation that this would actually come about, the 
Approach provided for a change in the pattern of production 
of consumer goods—of a change from the production of ‘luxu- 
ries’ to the production of essential commodities. But this was 
like ‘putting the cart before the horse’, The part of the 
Approach relating to the creation of additional earning power 
for the rural poor was not so well worked out that firm deci- 
sions regarding changes in the production pattern could be 
taken by using it as a basis. 


Attempts at direct transfers through taxes and relief grants 
were not entirely unknown in India. But these were only of 
moderate dimensions and in some cases (notably, food sub- 
sidies) sections of people who did not deserve such support to 
their incomes also gained from such policies. If a really subs- 
tantial programme of inter-group transfers were taken in hand, 
it would come up against the basic difficulty that the resources 
available for such transfer would be too inadequate to make 
any recognisable impression on the problem of mass poverty, 
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apart from the difficulties to be faced in raising the necessary 
Tesources without too much loss of incentives or in devising 
schemes of fair distribution of such resources. “Welfarism’ of 
this sort can give some relief when the numbers to be taken 
care of are not too large in relation to the rest of the population 
who foot the bill. In India, since there are millions of people 
who need relief and since the living standards of even the top 
5 or 10 per cent of income-earners will not stand much sqeez- 
ing, it is impractical to think of large doses of welfare measures, 
although schemes of income transfers in favour of particularly 
weak groups of people should not be ruled out by such an 
argument, The only way out of this puzzling problem would 
be to work faithfully for the realisation of higher prductivity 
goals, taking care at the same time that such higher producti- 
vity was utilised, whenever possible, to effect direct transfers 
to those sections which could not be immediately drawn into 
employment in the high-productivity sectors of the economy. 
Economic growth was thus bound to remain as a central goal 
of planning. Of course, growth by itself, and without further 
planning for better distribution, might not signify much for the 
majority of the population, but then one had to realize also 


that the majority could not be helped unless the growth rate 
was substantially raised. 


In an earlier section of this chapter we noted that in India 
the Plans had a tendency to fall short of anticipated targets and 
that the average rate of growth attained, in addition to being too 
small in relation to needs, had been marred by undesirable fluctua- 
tions. The Approach Paper to the Fifth Plan showed some concern 
for this state of affairs, but while it treated this aspect of the 
problem rather casually, it dealt more exhaustively with 
Measures intended to relieve mass unemployment and poverty. 
In our view this was a misleading approach. The two aspects 
of planning, growth and social justice, have to be dealt with 


in a concerted manner so that the implications of the one for. 


the other are clear] 


the Fifth Plan Approach was bound to be of doubtful signi- 


ficance and impact if the growth .rates in different sectors of 


y brought out. The ‘welfarism’ implicit in 
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the economy could not be raised by the adoption of technical 
-and organisational innovations appropriate to each sector. 


In fact, the tendency to provide for higher outlays on 
social amenities, without making sure that growth rates of out- 
put were simultaneously stepped up, could create knotty prob- 
lems, first, because such outlays would add to inflationary pres- 
sures and, secondly, because any sudden increase in outlays on 
social welfare measures was very likely to lead to hastily impro- 
vised welfare projects with little permanent impact on the 
general level of productivity of the people. As a matter of 
general principle, additional social amenities should be provided 
only on the basis of local efforts at mobilisation of resources 
so that the people concerned could be more directly involved 
in the management and improvement of such amenities. 


DRAFT FIFTH PLAN, DECEMBER 1973 


About. three months before the Fifth Plan period was to 
start, the Planning Commission presented a Draft of the Fifth 
Five-Year Plan showing a total estimated outlay of Rs. 53411 
crores at 1972-73 prices. This represented a 4.4 per cent in- 
crease over the estimated outlay in the Approach Paper presen- 
ted in January, 1937. Between the publication of the Approach 
Paper and the Draft, that is within a space of ten months, 
wholesale prices had gone up by nearly 23 per cent. In real 
terms, therefore, the Draft stood for a smaller Plan outlay than 
the Approach Paper had indicated. The shortfall in the Fourth 
Plan targets of gross output and the fear of inflationary conse- 
quences arising from larger Plan outlays forced the Planning 
Commission to adopt a moderate course, but it was not at all 
clear how several targets adopted in the Approach Paper could 
remain unaltered in spite of the lowerng of real outlay in the 


Draft. 
The aggregate Plan outlay of Rs. 53411 crores included an 


estimated private investment component of Rs. 16161 crores. 
Leaving this for later consideration let us see how the Draft of 
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the Fifth Plan allocated the public sector’s planned outlays 
under different heads. 


TABLE XXVIII 


Allocation of Public Sector Plan Outlay, 1974-79 
(based on December 1978 Draft) 
(Rs. crores) 


Head of outlay Amount Percentage of 
total outlay 

Agriculture and Allied Sectors 4730 13 
Irrigation and Power 8871 24 
Industry and Minerals 8939 24 
Transport and Communications 7115 19 
Social Services 7309 20 
Others 418 neg. 

37382" 100.0 


*Though the sectoral outlays aggregated to Rs. 37882 crores, 
the public sector outlay in the Plan was taken as Rs. 37250 
crores. The difference was to be made up either by economy 
in expenditure or by additional resource mobilisation. 


The relative allocation for agricultural projects was about 
4 percentage points lower in the Fifth Plan than in the Fourth 
Plan. By contrast the expenditure on Social Services, including 
scientific research and housing projects for the rural landless, 
was to be relatively increased in order to implement the Natio- 
nal Programme of Minimum Needs. This order of priorities 
had already been indicated in the Approach Paper. 


The investment component of the public sector outlay was 
Rs. 31400 crores and the current development outlay Rs.5850 
crores. Taken together with the figure for private investment 
mentioned earlier, this signified a total investment outlay of 
Rs. 47561 crores in five years, raising the ratio of investment 
to gross national product from 13.7 per cent in 1973-74 to 163 
Per cent in 1978-79. This amount of investment was to be 
matched by domestic savings amounting to Rs. 45130 crores in 
five years (this was, 95 per cent of total estimated investment, 
as compared with about 84 per cent in the Fourth Plan) and 
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external resources amounting to Rs. 2431 crores. The ratio of 
domestic savings to gross national product was to grow from 
12.2 per cent in 1973-74 to 15.7 per cent in .1978-79, implying. 
a marginal rate of saving of about 26 per cent. 

The outcome of this amount of investment was expected 


to be a 34.6 per cent growth of the gross national product over 


the five year period, implying an average growth rate of 5.5 per’ 
cent per annum. It was assumed that population growth would 
slow down over the period of the Plan and the income growth 
rate of 5.5 per cent per annum would raise per capita pro- 
duction (gross) by nearly 23 per cent in five years. The value 
of output (at 1972-73 prices) in different sectors of the economy 
was to grow at the following rates: agriculture, 4.7 per cent 
per annum; mining, 10.5 per cent; manufacturing, 8.2 per 
cent ; electricity, 10.8 per cent; construction, 8.8 per cent; 
transport, 6.13 per cent ; services, 6.3 per cent. 

The following physical targets» were expected to be attained. 
if the Plan could be implemented in full. Some of the targets 
would of course, remain dependent upon the level of private in- 
vestment actually occurring over the plan period. 

TABLE XXIX 


Some Important Physical Targets of the Fifth Plan 
(Based on the December 1978 Draft) 


Item Unit Output in Target for 
1973-74 1978-79 
(estimated) 
Foodgrains million tonnes 114.0 140.0 
Cloth (mill and 
handloom) million metres 7800 10,000 
Sugar million tonnes 4.3 5.7 
Paper and board thousand tonnes 830 1200 
Nitrogenous fertilizers do. 1162 4000 
Phosphatic fertilizers do. 350 1250 
Coal million tonnes 79.0 133.0 
Petroleum—crude do. 7.7 12.0 
Petroleum products do. 21.5 34.6 
Cement do. 16.0 25.0 
billion kwh. 72.0 120.0 


Electricity 
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“FINANCING THE FIFTH PLAN 


The Fourth Plan incurred an outlay of about Rs. 16200 
«crores for public sector development projects. In the Fifth 
Plan this amount was to be doubled, the total planned outlay 
in the public sector going up to Rs. 37250 crores. To finance 
this larger amount of public sector outlay, taxation and public 
borrowing were to be correspondingly enhanced. The Plan 
proposed to reduce reliance on foreign resources and to limit 
deficit financing to a safe level so that the additional money in 
-circulation was more or less exactly matched by the additional 
needs of financing a larger output. The normal domestic bud- 
‘gelary resources were to finance nearly 85 per cent of the public 
‘sector Plan outlay, about 6 per cent was to be financed by the 
banks and the Life Insurance Corporation of India, a little 
‘over 6 per cent was to be derived from external assistance and 
less than 3 per cent was to be financed by deficits. The follow- 


ing figures will indicate theefinancing pattern underlying the 
Fifth Plan. 


TABLE XXX 


Financing of Public Sector Outlay as proposed in the Fifth Plan 
(Based on the December 1973 Draft) 


Source of Finance 


Projected 

Amount 
Budget surplus at 1973-74 rates of taxation so 7348 = 
Surplus of railways 649 


Surplus of other public enterprises 


Additional taxation and other additional resources 6850 
Public borrowing 


7232 
Small sayings ae 
‘Other public debts and deposits aa 
Borrowing from banks and 1.1.0. 2170 
External assistance 2 
Deficit financing tot 
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This estimate of finances available was based on two very 
crucial assumptions, viz. (a) that the non-Plan expenditure of | 
the Central and State Governments could be prevented from 
increasing at the rate which was normal in the previous years 
and (b) that the profit of most public enterprises could be in- 
creased by sound financial management and elimination of ` 
excess capacity. It should be noted that ‘surpluses’ of public- 
enterprises did not refer simply to their profits but also included 
provisions for depreciation in their capital stock. Correspon- 
dingly, investment was estimated on a gross basis, outlays on 
replacements being also counted as investment. This change- 
in the definition of certain terms made it difficult to compare the 
outlays in the Fifth Plan with corresponding outlays in the 
Fourth or earlier Plans which estimated saving or investment 


on a net basis. 


Financing of the private sector investment in the Plan was 
expected to take the following form. The -private non-financial 
sector was estimated to generate gross savings to the extent of 
Rs, 40055 crores in five years. Out of this a sum of Rs. 13911 
crores was expected to be transferred from the private sector to 
the public sector to financial institutions and to countries 
abroad. The private sector would thus be left with gross: 
savings of Rs. 16144 crores for its own use. Adding to this. 
Rs. 17 crores of anticipated investment by private financial ins- 
titutions, the figure for aggregate gross private investment would 
be Rs. 16161 crores. If there were further transfers from the 
public. sector to the private, the amount of investment under- 
taken in the private sector would be larger to that extent. 


BALANCE OF PAYMENTS PROJECTION IN FIFTH PLAN 


The successful implementation of a Plan depends not only 
on the mobilisation of Rupee resources, but also—and in cer- 
tain critical areas—on the availability of foreign exchange 
resources. Every Plan has to draw up an estimate of the 
foreign exchange component of the projects which it seeks to- 
implement and provide for the needed foreign exchange from: 
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exports, other exchange earnings and, if necessary, by incurring 
loans in foreign exchange. The Draft Fifth Plan was based on 
the assumption that by stringent measures of import control 
and vigorous import substitution it would be possible to keep 
down import requirements to Rs. 14100 crores in five years. 
To this would be added the foreign exchange liability on past 
loans, both on interest account and for repayment. The aggre- 
gate liability for foreign exchange payments was estimated at 
Rs. 17408 crores which included the figures for debt repayment 
(Rs. 1646 crores) and interest payments (Rs. 911 crores). To 
set off against this liability there were the following items on 
the receipts side: - Receipts from exports, Rs. 12580 crores ; 
other current earnings and tarnsfers, Rs. 420 crores ; official 
capital inflow, Rs. 4008 crores, and commercial credit from 
exporting houses abroad, Rs. 400 crores, Since aggregate 
receipts also added up to Rs. 17408 crores, no difficulty was 
expected in financing the Plan in respect of its external or fore- 
ign exchange commitments. The anticipated value of exports 
was, of course, conditional on the realisation of a 7.6 per cent 
annual growth rate of exports. At 1972-73 prices exports were 
required to go up from Rs. 2000 crores in 1973-74 to Rs. 2890 
crores in 1978-79, a 44.5 per cent growth in five years. 


The projected value of imports did not include foodgrains 
as an import item. The Approach to the Fifth Plan had indi- 
cated that the country had to give up its reliance on concessio- 
nal food imports by developing home production to feed the 
entire population. During the period since the crisis days of 
1966-67 the country’s dependence on imported food was gra- 
dually being reduced. One aim of the Fifth Plan was to stop 
altogether imports of food and use foreign exchange resources 
Primarily for development, Unfortunately, the sharp rise in 
the price of imported crude petroleum upset the calculations on 


which the Fifth Plan projections of external receipts and pay- 
ments were made. 


As Tegards the possibility of increasing exports the Draft 
Plan relied mostly on the prospects that were opening up for the 
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following export commodities.: marine products (fish and fish 
preparations), engineering goods, leather manufactures, cotton 
garments, metal products and artistic handicrafts. Remittances 
from Indian nationals working abroad would also contribute 
to the foreign exchange earnings of the country. 


NATIONAL PROGRAMME OF MINIMUM NEEDS AND 
SPECIAL EMPLOYMENT PLANS 


The Fifth Plan proposed to raise public sector outlays for 
providing certain basic social amenities to the people, such as, 
better educational and medical facilities, more hygienic drin- 
king water, and so on. It also laid great stress on the creation 
of adequate employment opportunities for the growing number 
of employment-seekers, so that all sections of people could enjoy 
at least a minimum level of living by their own effort. An 
outlay of Rs. 2803 crores was included in the Plan for expen- 
ditures on the National Programme of Minimum Needs. -This 
programme was expected to cover the following fields among 
others ; elementary education, medical care, better nutrition for 
children and expectant mothers, improved drinking water, all- 
weather road facilities, supply of home sites to the landless in 
rural areas, improvement of slums in urban areas, and s ier 
electrification of villages both for agricultural and industrial 


development. 

The Fifth Plan also included schemes to increase employ- 
ment opportunities. Employment need not mean only wage 
employment. Scope was to be provided for entrepreneurship 
on a wider scale so that self-employment was generated to a 
greater extent than before. For this both advisory and finan- 
cial institutions were to be created so that the small entrepre- 
neur did not have to suffer from a lack of the necessary facili- 
ties to set his enterprise on foot. In a bid to make agriculture 
capable of absorbing more people, it was suggested that the 
gross agricultural area be speedily increased both by extending 
irrigation facilities where possibl> and by developing dry-far- 
ming techniques. Where cultivation of land for crops was not 


128 INDIA’S FIVE YEAR PLANS 


possible, the land could be used for purposes like animal hus- 
‘bandry, poultry-keeping etc. Migration of the surplus people 
from the rural areas to the urban industrial centres was unlikely 
to offer a remedy for the unemployment situation, since em- 
ployment opportunities in urban areas could increase only at a 
relatively slow rate in the foreseeable future. 


FIFTH PLAN: THE FINAL VERSION 


The contents of the Fifth Plan were changed from time to 
time in order to cope with the newly emerging problems, parti- 
cularly problems arising from the steep rise in world prices. 
It now appears that in its final version the Fifth Plan stood for 
an aggregate public sector outlay of Rs, 39,322 crores. The 
sectoral distribution of this outlay is given in the table below.. 


TABLE XXXI 
Fifth Plan Public Sector Outlay (Revised Figures) 


Item of Outlay Amount 
(Rs. Crores): 
Agriculture and allied activities 4302 
Irrigation and Flood Control 4226 
Energy, Science and Technology 10291 
Industry and Minerals (excluding coal) 7362 
Transport and Communications 6917 
Social Services 6224 
Total ~~ 39,822 


The impact of this outlay on national production has not 
yet been fully assessed. By the year 1977-78, when the Fifth 
Plan was terminated and a new Five Year Plan was taken up 
for execution (see chapter 12), the following levels of production 
and achievement were recorded. 
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TABLE XXXII 


Selected Indicators of Achievement of the Fifth Plan 
up to 1977-78 


Item Unit Level Reached 
Foodgrains output million tonnes 121.00 
Irrigation area (additional) million hectares 4.3 
Electricity—installed capacity megawatts 24039* 
Coal output million tonnes 103.20 
Steel ingots x 9.70 
Cement a 19.20 
Nitrogenous fertilisers thousand tonnes 2060 
Phosphatie fertilisers > 660 
Sugar million tonnes 5.20 
Cloth (mill sector) million metres 4200 
Cloth (decentralised sector) As 5200 
Children in Classes I-V percentage** 84 
Children in Classes VI-VIII 3 36 


* Figures relates to 1976-77. 
** Percentage of children in age-groups 6-11 and 11-14 respec- 


tively. 


FIFTH PLAN PERSPECTIVE 


As with the earlier Plans, the Fifth Five Year Plan also 
had been placed within the wider context of a long-period plan 
covering the period from 1974-75 to 1985-86. This long-period 
perspective called for a 5.5 per cent growth in the first five 
years, which should enable the growth rate to move up to 6 per 
cent during the Sixth Plan period (1979-84) and to 6.3 per cent 
in the remaining two years (1984-86). During this period the 
population growth rate could be anticipated to slow down from 
2.18 per cent per annum in the period 1966-71 to 1.37 per cent 
during 1981-86. This favourable outcome was expected to 
follow from the decline in the birth rate for which a trend had 
already appeared. In the last ten years the birth rate had 
declined from about 41 per thousand to 35.6 per thousand. 
The working out of this trend was expected to bring down the 
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birth rate to 24.8 per thousand in the last five years of the 12- 
year ‘perspective’ period. 


With the population pressure thus eased to some extent, 
it would be possible to raise the rate of gross domestic saving 
to 20 per cent of the gross domestic product by the end of the 
12-year period. This was based on the assumption that the 
marginal rate of saving, taken as 26 per cent for the Fifth Plan, 
would further increase to 28 per cent in the subsequent years, 
the average for the twelve years being 27.3 per cent. The 
projected growth in domestic saving would ensure that the goal 
of sell-reliance in respect of the over-all investment target was 
realised by the end of the 12-year period and by 1985-86 the 
country would be poised for a sustained growth rate of 6.5 per 
cent per annum. This would imply that the country could by 
that time reach a stage where the gross domestic output could 
be doubled every eleven years and the per capita output corres- 
ponding increased. 


Self-reliance called not simply for an overall balancing of 
Saving and investment, but also for a balancing in respect of 
foreign receipts and disbursements. The Fifth and Sixth Plans 
would be designed to ensure that exports grew at certain 
minimum rates. For the Fifth Plan this rate was to be 7.6 per 
cent per annum and for the subsequent period it would be suff- 
cient to expand exports at the rate of 7 per cent per annum. 
With this rate of spurt in exports and the accompanying import 
substitution efforts, the country could attain by 1985-86 a posi- 
tion of complete self-reliance in the sense that even debt service 
charges payable abroad could be met out of the country’s own 
resources. 


The import substitution effort would be helped also by the 
changes in consumption pattern that were envisaged in the 
Perspective plan. The goal of raising the share of the bottom 
30 Per cent of the population in total private consumption necés- 
sarily implied that production of commoditics with a large 
import content would be reduced. Even when production’ of 
some import-intensive commodities could not be actually reduced 
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because a certain amount of capacity had already come into 
existence, care would be taken to see that such commodities 
were utilised to add to export earnings and not to improve the 
consumption levels of a small minority in the country. This 
was to be done through appropriate tax measures and dual 
pricing policies. A reasonable amount of such goods as sugar 
or textiles would be sold at a moderate price, while extra quan- 
tities would be made available at much higher prices so that 
the top income-earners are also forced to restrain their con- 
sumption. Whether this restraint on the consumption of the 
upper income groups would in fact help in levelling up the con- 
sumption of the poorer groups would, of course, depend upon 
the extent of income generation at the bottom—that is, prima- 
tily, on the amount of extra employment that could be genera- 
ted. In the absence of suitable policies adding to the levels 
of employment and income for the large semi-employed and 
unemployed section of the population, simple restraint on the 
consumption of the upper income groups could simply result in 
under-utilisation of existing capacity and aggravate the problem 
of finding fresh employment opportunities for the peopie. 

The Perspective Plan held out the assurance that both a 
restructuring of consumption and attainment of self-reliance, the 
two major objectives of the Fifth Plan strategy, would be rea- 
lised in large measure by 1985-86. Though by the end of the 
Fifth Plan the share of the lowest 30 per cent of the population 
in total private consumption could not be raised much above 
the then prevailing level of about 13.46 per cent, by 1985-86 
it should be possible to secure for all sections of the population 
a basic minimum standard of life. At the prices of 1972-73 a 
consumption outlay of Rs. 40.6 per individual per month was 
considered to be essential for such a minimum. 


PLANNING MODEL AND PLAN TECHNIQUE 
IN THE FIFTH PIAN 

The planning model underlying the Fifth Plan was an 
amalgam of the Harrod-Domar one-sector model and the 
Leontief inter-sectoral transactions model. The aggregate in- 
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vestment requirement of the economy over the five year period 
was obtained by postulating an increamental capital-output 
ratio and then applying this to the projected gross domestic 
output. The gross domestic output was taken to be increasing 
at a pre-specified rate—or, more correctly, certain components 
of the gross domestic output such as exports and public con- 
sumption expenditure were assigned exogenously given growth 
tates, both aggregate and sectoral, while gross investment was 
derived in the way described above. The needed inflow of 
foreign capital resources was measured by the difference between 
the value of projected exports and the import requirements for 
private and public consumption as well as for fixed investment. 
Subtracting this from the required level of gross investment. 
the amount of gross domestic savings needed could be estimated. 
The balance of gross domestic output over savings and public 
consumption then gave the outlay on private consumption. 


Having worked out the above relationships from a set of 
simultaneous equations (in fact, identities), the planning model 
provided to build up a set of consistent inter-sectoral transac- 
tions within the totals involved. The population was classified 
into 27 sub-groups on the basis of per capita monthly consump- 
tion expenditure (on the basis of the results of the National 
Sample Survey, 23rd round, July, 1968 to June 1969), and the pro- 
jected consumption ofeach important consumer good in the last 
year of the Plan was derived on several assumptions regarding the 
re-distribution of consumption expenditure among these different 
groups. The levels of private consumption in respect of the 
final output of each sector, together with other elements of the 
final bill of goods (exports, investment, public consumption), 
again distributed over-the relevant sectors, were then used to 
derive the levels of gross output in each sector by using the 
familiar input-output computational techniques (input co-efli- 
cients being assumed fixed for each intermediate goods sector). 


The Output sectors into which the total economy was split 
up, and for which, therefore, individual rates of growth in out- 
put were separately available, are given below : 
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(i) foodgrains (ii) other agriculture (iii) animal husbandry 
(iv) plantations (v) forestry (vi) coal (vii) coal and petroleum 
products (viii) iron ore (ix) crude oil (x) other minerals (xi) 
sugar and gur (xii) vegetable oils (xiii) tea and coffee (xiv) other 
food product (xv) cotton textiles (xvi) jute textiles (xvii) other 
textiles (xviii) textile products (xix) wood products (xx) paper 
and paper products (xxi) leather and leather products (xxii) 
tubber products (xxiii) fertilizers (xxiv) inorganic heavy chemi- 
cals (xxv) organic heavy chemicals (xxvi) plastics (xxvii) cosme- 
tics and drugs (xxviii) man-made fibres (xxix) other chemicals 
(xxx) petroleum (xxxi) cement (xxxii) refractories (xxxiii) other 
non-metallic mineral products (xxxiv) iron and steel (xxxv) non- 
ferrous metals (xxxvi) bolts, nuts etc. (xxxvii) metal containers 
(xxxviii) other metal products: (xxxix) ball-bearings (xl) office 
and domestic equipment (xli) agricultural equipment (xlii) 
machine tools (xliii) other machinery (xliv) electric motors (xlv) 
electric wires (xlvi) electronics (xlvii) batteries (xlviii) electric 
household goods (xlix) radio (1) telephone and telegraph equip- 
ment (li) other electricals (lii) motor cycles and bicycles (liii) 
motor vehicles (liv) ships and boats (lv) aircraft (lvi) railway 
equipment (lvii) other transport equipment (lviii) watches and 
clocks (lix) miscellaneous scientific and industrial instruments 
(ix) other industries (lxi) printing (lxii) electricity @xiii) cons- 
truction (lxiv) railways (lxv) other transport (lxvi) other services. 

The input co-efficients had thus to be presented in a 66x 66 
matrix. This amount of detailed inter-sectoral break-down for 
the sake of drawing up an internally consistent plan certainly 
speaks highly of the maturity of the planning process in this 
country. Two points, however, deserve to be noted in this con- 
nection. The first, and the less important, point relates to the 
instability of the input co-efficients. This is a general weakness 
of the input-output technique* and proper precautions must be 
adopted before accepting conclusions derived from the ‘inversion’ 
of such a matrix as infallible or even precisely relevant. The 
second point, more important in our present context, is that the 
mode of derivation of the final bill of goods in the model out- 
lined was not altogether sound, since a particular production 
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pattern would also imply a specific mode of income distribution 
and hence also a specific pattern of demand for consumption 
goods. It is not wholly clear whether sufficient care was bes- 
towed on all these inter-relationships. So long as loose ends 
in this respect were not tied up, the plan could hardly be regar- 
ded as entirely consistent in its internal structure. 


A NOTE ON THE TECHNIQUE OF FORMULATING 
THE FIFTH PLAN 


In preparing the Fifth Plan, the entire economy was as- 
sumed disaggregated into 66 major sectors with certain links 
among these sectors. The output of the i th sector in any 
period t was to be used up partly as inputs in all the 66 sectors 
of the economy, and partly to meet final demands arising from 
consumers, investors, inventory-builders, governments and ex- 
porters. At the same time demand for all these purposes met 


out of imports was to be deducted. Accordingly, the basic sup- 
ply-demand balance in the i th sector would read as: 


Xit= aij XJ'+ Ci Tit Sti-+ Git-+ Rit— Mit 
where aij is the amount (assumed constant) of the ith sector’s 
Product required in the Production of a unit of the j th sector’s 
product. Since there were 66 sectors, we obtained 66 such 
relationships. The variables I, G and E were exogenously 
determined, but the inventory demand St; Was assumed to be 
a fraction of the change in output in the relevant sector. As 
for imports, they were assumed to be given fractions of differ- 
ent kinds of demand, but so far as they were used as inputs 
there would be an attempt to reduce their importance in each 


period by conscious effort at import substitution. Hence the 
Import equation used was : 


Mi! =S\aij" —dijt). Xjt-Lcim, Ci'+-gi”. Git-+-mi™, Tit. 
By substituting this value in the 


eliminate the import variable from 
tions. 


previous equation, we could 
our system of (linear) equa- 
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The consumption variable cj! was obtained as a function 
of total consumption ç'. The latter was derived from a macro- 
model of the usual type in which the investment ‘requirement of 
a specified rate of growth of the gross domestic product was 
first estimated by using the relation 


5 
> I'=k (GDP — GDP’) 
l 
where k stood for the aggregate incremental capital-output ratio. 
If the entire investment was financed out of domestic savings, 


we would have 
S=- 
Given this requirement of saving, consumption in the ag- 
gregate would be given by : 


C'=GDP'-s!—G* 
Where Government expenditure G was exogenously given, as 
already indicated. 


Total consumption ct was further subdivided into rural 
and urban consumption. In both rural and urban areas con- 
sumers were classified into 27 expenditure classes on the basis 
of monthly per capita consumption. The distribution of ex- 
penditure among these classes was assumed to follow a pattern 
known as the log-normal distribution (i.e. the logarithms of 
the expenditures were assumed as ‘normally’ distributed). If 
the parameter of this distribution was known, we could deduce 
from the value of aggregate rural/urban consumption, the 
aggregate amount spent on consumption by any particular 
rural/urban expenditure class. Given this aggregate, we could 
ascertain the amount spent on the ith commodity by this expen- 
diture class and hence, by aggregation, the total expenditure on 
the ith commodity for this particular value of the distibution 
parameter. As the expenditure of the lowest 30 per cent of 
the population was sought to be increased, the pattern of ex- 
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penditure distribution had to change and hence the amount of 
consumption expenditure on the product of each of the 66 sec- 
tors was liable to change. The value of Cit, therefore, was 
obtained by going through a number of steps in which, although 
aggregate consumption expenditure was constrained by the re- 
quirements of the macro-model, the sectoral consumption 
expenditures differed according to assumptions made about the 


amount of consumption expenditure allowed to the lowest three 
deciles of the population. 


It is thus evident that the planning model underlying the 
Fifth Five Year Plan was an amalgam of (1) a one-sector macro- 
model (of the Harrod-Domar type) (2) an input-output model 
(which was only partly ‘dynamic’, since investment variables 
were not related to changes in sectoral outputs) and (3) a con- 
sumption sub-model which brought into focus the consequences 
of changing consumer expenditure in favour of the less privileg- 
ed classes. In addition, the input-output model utilised some 
input coefficients which changed over time in respect of import- 
ed components, thus exploring the consequences of the import- 
substitution effort on the pattern of production. 

The model underlying the Plan was also utilised to estimate 
the aggregate tax revenues likely to be realised from given pat- 
terns of consumption, production and trade. Allowance for 
various tax components was carefully made in building up the 
balancing equations of the model. However, the model did 
not make any use of labour input coefficients and to that extent 
it could be regarded as relatively unconcerned with problems 
of labour utilisation and manpower planning. Unemployment 
was to be tackled by special schemes of public works, in so far 
as the growth-promoting investment schemes fell short of 
absorbing all the employment-seeking workers. Public works 
were thus looked upon solely as work-creating devices rather 
than as an inherent part of the growth process itself. This 
gave tise to the (almost meaningless) debate regarding the rela- 
tive virtues of Planning for growth and planning for fuller em- 
ployment, as if the latter would not also contribute to the 
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growth of the economy. But the Fifth Plan model was not a 
growth rate maximising exercise, as same of its critics have 
argued. It only explored the implications of a reasonable rate 
of growth, without too much cutting down on consumption in 
the aggregate and at the same time adding marginally to the 
level of consumption of the poorest classes of society as well 
as improving the extent of self-reliance in the economy. 


CHAPTER 12 


DRAFT FIVE YEAR PLAN, 1978-83 


The General Elections in 1977 ousted the Congress party 
from political power at the Centre. The newly dominant 
political groups decided on assuming power that the Fifth Five 
Year Plan, a legacy from the previous regime, ought to be 
terminated at the earliest opportune moment, so that a new 
system of planning, incorporating the ideas and ideals of the new 
ruling groups could be taken up for implementation. Accord- 
ingly the Fifth Plan period came to a close on March 31, 1978. 
With effect from the 1st April, 1978 a new Five Year Plan is 
Supposed to be in Operation, but its size and contents have not 
yet been finalised. The Planning Commission, reconstituted 
after the political change-over at the Centre, prepared a Draft 
Plan for the Five Year period 1978-83, but this is unlikely to 
receive the approval of the National Development Council and 
the Indian Parliament until the end of 1978 or later. In 
Chapter One it has already been mentioned that the Five Year 
Plan under implementation at the present moment is the first of 
a series of ‘rolling plans’ ; it can be described as the Sixth Five 
Year Plan, but its validity will remain unimpaired only for the 
year 1978-79, since it will be replaced by a different Five Year 
Plan in the very next year. Under this system the Five Year 
Plans will, for all practical purposes, be transformed into Annual 
Plans with a five-year perspective. The advantages of the 
‘tolling plan’ system have been Set out as follows. 


(1) It will help restore the credibility of planning, because 
ll aim at preventing the emergence of gaps between targets 
up at the beginning of a plan period and the actual achieve- 


it wi 
held 
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meni at the end of the period. This is to be brought about 
by a continuous monitoring of activities under the plan,- 
so that instances of hold-ups in implementation come to light 
at the earliest possible date and measures to deal with such 
occurrence are promptly initiated. 


(2) This system, by insisting on continuous monitoring: 
and evaluation, will help improve the performance of the im- 
plementing and reporting agencies working under the various 
Ministries of the Central and State Governments. The previous 
system of setting up targets for a terminal year which was five 
years away could create a sense of complacency in the imple- 
menting agencies and the reporting agencies would feel little 
responsibility for collecting a true picture of the economic situa- 
tion as it developed over time. The new system, it is argued, 
will keep all such agencies on their toes, thus enabling the 
planning agencies to keep track of all departures from their ini-- 
tial assumptions. The mid-term appraisals to which the earlier 
five year plans were subjected concerned themselves mostly with 
the progress of the programmed expenditure, but did not go at. 
all deeply into the difficulties which implementing agencies might 
be facing. The system of ‘rolling plans’ will be based on more 
satisfactory techniques of evaluation and so will be able to 
diagnose the ills of the planning system much more immediately 
and comprehensively than before. 


(3) Unlike in the previous five year plans the outcome” 
of the process of evaluation and appraisal will not merely be a 
projection of the likely achievements at the end of the five year 
period and their comparison with the original targets. The 
‘rolling plan’ system is designed to ensure that every new Five 
Year Plan is drawn up on the basis of the latest and fullest 
information that is available, with the interesting consequence: 
that targets decided upon one year ago will usually lose their 
validity as soon as a new plan is ready after an interval of one 
year. To expect that a community can work towards an un- 
changing set of targets for as long as five years at a stretch is 
to turn a blind eye to the rapid changes, both domestic and 
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international, that affect the functioning of an economy that is 
both vulnerable to weather fluctuations and is open enough to 
be hit by forces originating outside the country. 


There is considerable force in the above arguments. But 
there can be hardly any doubt that the ‘rolling plan’ system will 
call for a much greater alertness and much more continuous 
effort on the part of all agencies involved with the working of 
the system. In particular, it is worth asking whether a period 
of one year is not too short for targets to be worked out and 
‘then to be discarded simply because some preliminary statistical 
estimate has cast doubt on their workability. A more rational 
approach would have been not to take the targets as absolutely 
fixed, whatever happens, but to regard them as approximate 
targets which may have to be departed from if adequate justifi- 
‘cation for such departure can be found. At the same time, a 
strong case undoubtedly exists for making the periodic reviews 
-and appraisals of the plans more informative and thereby more 
effective in the matter of initiating changes. There can be 
hardly any justification for sticking to targets which have been 
«discredited beyond reasonable doubt, or for adhering to adminis- 
trative arrangements which have been demonstrated to be inade- 
‘quate in relation to the magnitude of the targets to be achieved. 
At the same time targets should in no case be abandoned in a 
defeatist spirit. The primary justification for holding up cer- 
tain long-period targets to the public view is to build up a cer- 
tain sense of commitment to those targets. All practicable 
ways have, therefore, to be first explored to make possible the 
realisation of the targets set up at the initial stage. A too quick 
teadjustment of targets will carry with it the danger that the 
public will have little or no stake in the success of the plans 
and will tend to lose interest in it. It appears that some 
arrangement which lies in between the setting of five-yearly 
targets as in our earlier plans and the yearly change in targets 
Promised in the ‘tolling plan’ system will have to be devised to 


give us the advantages of both flexibility and the sustenance of 
public interest in the plans. 
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OBJECTIVES OF THE NEW PLANNING SYSTEM 


In spite of the various benefits accruing to the people in 
general as a result of 27 years of planning from 1951 to 1977, 
the masses remain steeped in poverty and unwanted idleness. 
The industrial structure that has been built up over these years 
has been designed to meet the needs of a microscopic minority 
in the country. Even the social services that have been deve- 
loped with considerable expenditure of funds remain biased in: 
favour of urban areas. The facilities for education, health, 
water supply and communications in rural areas have not ex- 
panded as much was to be expected. The earlier plans set up: 
a certain growth objective, but did not go deeply enough into’ 
the question of the distribution of the benefits of growth. It 
looked as if the people at the bottom of the social pyramid 
would have to wait for an indefinite period before the results 
of growth percolated to them. Even the targeted rate of growth 
would often fail to be realised because of failure to pay suffi- 
cient attention to the need for stability in agricultural produc- 
tion. A sudden failure of the monsoons would very often upset 
programmes of public investment, but little progress could be 
registered in making the country less dependent on the vagaries 
of monsoons. With a view to remedying the deficiencies thus 
listed, the new Five Year Plan proposes to have a time-bound 
programme for tackling the basic problems that the Indian 
economy currently faces. It aims at securing within a period 
of ten years, employment for all unemployed persons as well 
as for a substantial segment of the under-employed. Within 
this period the extent of poverty of the poorest sections of the 
population is also to be appreciably reduced. General social 
amenities for rural communities, such as clean drinking water, 
roads, houses, educational and medical facilities, are also to 
be developed in such a way that the poorer sections can also 
derive benefit from their extension. The urban poor are also: 
to be helped through provision of necessary services for the 
urban slums. The emphasis in this Plan is definitely on the 
eradication of unemployment, poverty, anti-rural biases in the 
development of social services, and so on—problems which 
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assumed grave proportions in spite of nearly three decades of 
continued economic growth at over 3 per cent per annum. 


The makers of the new Plan are, however, aware that the 
improvements which they promise can be secured only against 
the background of a faster rate of growth of the economy. The 
growth objective is by no means whittled down—if anything, it 
has been stressed even more. At the same time, there is 
manifest some anxiety to avoid announcing a too high growth 
target and then failing to reach it. The overall growth rate 
projected in the Plan is higher than what has been actually 
achieved in the earlier Plans, but lower than what would be 
Tegarded as a ‘respectable’ figure in our earlier planning exer- 
cises. The new Plan envisages an annual growth rate of 4.7 
Per cent. This is to be made up of an agricultural growth rate of 
4 per cent per annum (the actual growth in agricultural output 
between 1967 and 1977 has been estimated as 2.13 per cent 
Per annum), and of an industrial growth rate of about 7 per 
cent (recent industrial growth rates have been around 4 per 
cent). It is also expected that electricity generation will expand 
at'nearly 11 per cent per annum and the value of construction 
work completed will go up annually by over 10.5 per cent. 
Transport is to expand by over 6 per cent each year, while the 
expansion of the services sector is to occur at an annual rate of 
6 per cent. Between 1977-78 and 1982-83 the value of the 
gross domestic product is expected to move up from Rs. 72725 
crores to Rs. 91500 crores at constant prices, implying an addi- 
tional output of 25 per cent over the base period. The realisa- 
tion of these growth objectives during 1978-83 will provide the 
basis for further raising the overall growth rate to 5.5 per cent 
per annum in the next five years, 1983-88. 


The growth achieved is to be deliberately diverted towards 
improving the relative position of the very poorest sections of 
people. In 1977-78 the percentage of population below the 
Poverty line was found to be 47.85 in our rural areas and 40.71 
in urban areas, the poverty line being defined (in 1976-77 
Prices) at Rs. 61.8 for the rural population and Rs. 71.3 for 
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the urban population. The new Plan is designed to bring down 
the percentage of the rural poor to 38.7 per cent by 1982-83 
and that of the urban poor to 35.33 per cent. If the present 
deficiency of the poor is met to the extent of 75 per cent, 
instead of to the full extent, and the cut-off point between the 
poor and the not-so-poor is set at that level, only 19.2 per cent 
of the rural people will remain poor in 1982-83, as compared 
with 26.4 per cent in 1977-78. The corresponding percentages 
in the urban areas would be 18,4 and 22.3 respectively. It is 
hoped that more deliberate measures can be adopted to raise 
even this section of the people above the line of poverty, so that 
by 1982-83 all people in the country will attain a level of con- 
sumption which will not fall short of the minimum consumption 
level by more than 25 per cent. 


Besides the two major objectives, faster growth and better 
distribution in respect of consumption and incomes, the new 
Plan also upholds the goal of greater self-reliance. During the 
period covered) by this Plan the net inflow of external resources 
is not expectéd to be more than 5 per cent of the aggregate out- 
lay under the Plan. Exports are projected to go up by about . 
50 per cent in five years, while imports are to go up by 100 per 
cent. Even so, the comfortable position regarding foreign ex- 
change reserves, coupled with a gross aid inflow of about 
Rs. 8020 crores over the period of the Plan should be able to 
take care of the problem of external resources. In fact, reserves 
are not expected to be drawn down by more than Rs. 1180 
crores in five years. Self-reliance, however, is not to imply a 
position of zero net aid even by the end of this Plan. Aggre- 
gate net aid likely to be received and utilised over the five years 
of this Plan has been estimated at Rs. 3586 crores. 


THE PERSPECTIVE—1978-88. 
Like the earlier Five Year Plans the Plan for 1978-83 also 


forms part of a longer 10-year perspective Plan. We have 
already noted that during the first half of this ten-year period the 
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annual growth rate projected is 4.7 per cent and during the 
second half, 5.5 per cent. The growth rate for per capita 
private consumption in these two successive five-year periods is 
assumed to be 2.21 per cent and 3.18 per cent per annum res- 
pectively. Based on these rates of growth in per capita private 
consumption, the following rates of growth have been derived 
for gross output in different sectors of the economy. The in- 
put-output table used for this exercise divided the economy 
into 89 sectors, but these have been suitably consolidated for 
the purpose of the present table. 


TABLE XXXIII 


Projected growth rates of gross output in different economic sectors, 
1978-88 and 1983-88 


Sector Growth rate, Growth rate 
1978-83 1983-88 
Agriculture 3.98 4.02 
Mining and Manufacturing 6.92 6.37 
Electricity 10.80 9.68 
Construction 10.55 6.60 
Transport 6.24 6.74 
Services 6.01 6.23 


The figures in the table reflect the consequences of the 
changed structure of employment and demand as the Plan pro- 
ceeds. This will bring about an acceleration in the growth rate 
of agricultural output in the second half of the period and a 
slight deceleration in the growth rate of industrial output. Some 
estimates of physical output, agricultural and industrial, are 
given below to indicate the assumed progress of the economy 
over the 10-year period. i 
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TABLE XXXIV 


\ Projected physical output levels in selected fields, 
\ 1982-83 and 1987-88, compared with 
output levels in 1977-78 


item Unit Output level Output level Anticipated 


i 
\ 1982-83 1987-88 Output 
\ 1977-78 
Foodgrains million tonnes 140.5-144.5 164-169 121 
Raw Cotton lakh bales 81,5-92.5 100 * 64.3 
Oilseeds (major) lakh tonnes 112-115 136 92 
Sugarcane million tonnes 188 225 157 
Coal million tonnes 149 202 103 
Cloth million matres 12200 15300 9400 
Nitrogenous 
fertilisers 000 tonnes 4100 6370 2060 
Phosphatic 
fertilisers 000 tonnes 1125 2250 660 
Cement million tonnes 29 -30 40 19.2 
Electricity G. W. H. 167.02 265.09 100 


Along with the above projections for output levels the 
Plan has also provided us with projections for the growth of 
employment (measured in standard person-years), During 
1978-83 the quantum of employment generated is expected to 
grow at an annual rate of 5.3 per cent. In the period 1983-88 
employment is expected to grow annually at the rate of 5.2 per 
cent. Assuming that population growth rate will decelerate to 
some extent in the coming years, the additional labour force in 
the country may be of the order of 6 crores over this ten-year 
period. (This estimate is based on a population growth rate 
of 1.97 per cent per annum during 1976-81, 1.79 per cent per 
annum during 1981-86 and 1.66 per cent per annum during 
1986-91. It is held by the framers of the new Plan that, with 
the new employment-generating programmes incorporated in 
this Plan, not only will the additional labour force be absorbed 
into employment, but sufficient improvement will also occur in 
the chronic under-employment situation characteristic of our 


rural areas. 
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The input-output table referred to above has been used for 
the purpose of predicting the employment likely to be generated 
during 1978-83. It turns out that over 49 million full-time 
Person-years of employment will be generated, of which over 
22 million will be in the field of agriculture, 8.9 million in 
manufacturing and 17 million in transport, construction and the 
various services. The services by themselves will generate 
employment to the extent of 12 million person-years. Since the 
labour force to be absorbed into employment is unlikely to 
exceed 30 million, and this figure includes the chronically unem- 
ployed persons, it follows that the production programme, if 
fully implemented, should also be able to alleviate the problem 
of under-employment to a considerable extent. One should, 
however, like to know more about the employment-output co- 
efficients used in this calculation. Moreover, if the demand for 
employment is confined to particular seasons or to particular 
portions of a working day, the mismatch between jobs created 
and jobs demanded may not be quite easy to overcome, There 
is also the important issue of the regional distribution of the 
employment generated, since labour in India is not always suffi- . 
ciently mobile to take up jobs offered at centres that are far 
away from their native places. 


PLAN OUTLAys, 1978-83 


The size of the new Five-Year Plan has been given in the 
1978 Draft as Rs. 116,240 crores. Out of this amount 
Rs. 69,380 crores will be the outlay of the Central and State 
Governments (the public sector). Of this total Rs. 59130 
crores will take the form of investment, while Rs. 10250 crores 
will be in the form of ‘other development outlay’. Nearly 40 
Per cent of the planned outlay will be expended in the private 
Sector. The public sector outlay under the Fifth Plan would 
have been about Rs. 39,322 crores if the Plan had been allowed 
to run its full course. The . money figures, however, are not 


quite comparable, since there has been a substantial increase in 
Prices between 1974 and 1978. 
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The distribution of the public sector outlay under different 
broad hedds shows some differences between the 1974-79 period 
and the forthcoming 1978-83 period. 


TABLE XXXV 


Distribution of Public Sector Outlay, 
1974-79 and 1978-83 


(Percentages) 

Head of Outlay 1974-79 1978-83 
Agriculture and allied activities 11.0 12,4 
Irrigation and Flood Control 10.7 13.9 
Energy, Science and Technology 26.2 30.0 
Industry and ‘Minerals 18.7 14.9 
Transport and Communications 17.6 15.3 
Social services 15.8 13.5 


The marked emphasis on Irrigation and Power generation 
is considered indispensable if employment opportunities are to 
be created at a rapid enough rate in the chronically suffering 
rural areas. Accordingly the allocation for the organised indus- 
tries, certain forms of transport and communications and for 
education and labour welfare had to be reduced in aà. relative 
sense. With the spread of irrigation and rural electrification, 
schemes of integrated rural development, embracing both agri- 
cultural and industrial activities, can be undertaken on a larger 
scale than before. Hence the proportion of outlay on agriculture 
and rural development is to go up in the new Plan. Certain 
other spheres for which financial allocation is relatively higher 
in the new Plan are: flood control, village and small industries, 
rural housing, health and family welfare, etc. By contrast, very 
small amounts of extra allocation have been made for fertilisers 
and pesticides, petroleum,- scientific and technological research, 
railways, telecommunications, ports and shipping, and. a few 
other expenditure items. This. sort of distribution of outlay 
can be justified on the assumption that the search for new and 
superior techniques. of production can be allowed to, slow down 
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for some time and greater reliance can be placed on easily avail- 
able domestic technology. Along with this there goes also the 
idea that decentralised production, encouraged for the absorp- 
tion of local unemployed and under-employed workers, will keep 
down the demand for transport services. The pattern of out- 
lay, therefore, appears to be in consonance with the general 
objectives of the new Plan. There is still scope for doubting 
whether the production and employment pattern envisaged in 
the new Plan will in fact be supported by private consumption 
demand, or whether public subsidisation on a considerable scale 
will not be required if this pattern is to remain operative. The 
difficulty arises largely out of the fact that the product turned. 
out by relatively simple, indigenous processes, though known by 
the same generic name, may be regarded by the buying public 
as inferior to corresponding products produced by modern 
technology. However, the promotion of employment-generating 
schemes in the short period probably demands from the public 
some amount of sacrifice in respect of types or brands of goods 
consumed. Through the adoption of a suitable production 
basket and the modification of techniques required for produc- 
tion, the new Plan aims at creating the maximum amount of 
employment within the limits of resources available for new 
investment. 


It is necessary to stress in this connection that this method 
of allocation of resources cannot be expected to realise the 
lowest capital-output ratio, since many of the processes to be 
encouraged are likely to be marked by relatively high capital- 
output ratio. In this type of planning it is only the labour- 
intensity of a process or product that receives support, irrespec- 
tive of the consideration whether the level of output per unit 
of capital has been reasonably well-chosen or not, though some 
attempt has been made to strike a balance between the two 
considerations. The growth of employment at an annual rate 
of over 5 per cent, if and when achieved, will no doubt remain 
a solid achievement, since none of the earlier Plans were appa- 
tently able to secure such a high rate of employment growth. 
It is doubly reassuring to learn that even with this high rate of 
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growth of employment we can simultaneously have a higher 
rate of output growth than could be actually achieved in any of 
the earlier Plans. The danger to be guarded against is simply 
that the production plans which have been saddled with the res- 
ponsibility for creating so much employment are not held up 
by other hurdles, specially hurdles arising from the side of con- 
sumer preferences. To take one simple example: the village 
farmer may continue to express a preference for implements 
made with standard machine-made steel in comparison with crude 
and non-standardised iron implements fashioned by the village 
smithy. Efficiency in service, durability, and other qualities in 
a manufactured good may not lose their appeal for buyers, 
simply because the planners desire to have a plan which all but 
forgets about other dimensions in planning except the number 
of person-days of employment created. 


PLAN FINANCE, 1978-83 


The financial basis of the Plan, particularly the sharing of 
financial responsibilities between the Union Government and the 
States, still remains to be worked out. At the moment a very 
tentative estimate has been drawn up simply to establish that 
the public sector outlay which this Plan stands for will not 
remain held up for lack of financial resources. The scope for 
obtaining financial resources from the Reserve Bank through 
deliberate ‘deficit financing’ has become rather limited in the 
present situation when inflation has already imposed a heavy 
burden on the public. Normal budgetary resources must be 
mobilised to a greater extent if the present Plan, which seeks 
to raise nominal Plan outlay be nearly 77 per cent, is not to 
add further to the existing inflationary pressures. At the same 
time, the incidence of taxes must be carefully regulated so that 
the desires to save and invest are not adversely influenced by 


taxation. 


The Draft Plan for 1978-83 indicates the following avenues 
of raising the financial resources needed : 
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TABLE XXXVI 
Financial Resources for 1978-83 Plan 


Nature of Resource Amount 
(Rs. crores) 

Revenue surplus at 1977-78 rates of taxation 12,889 
Contributions of Public enterprises 10,296 
Additional Resource mobilisation 13,000 
Market loans 15,986 
Small savings 3,150 
Provident funds 2,953 
Loans| from financial institutions 1,296 
Other capital receipts 450 
Net budgetary receipts from external assistance ` 5,954 
Foreign exchange reserves drawn down 1,180 
Uncovered gap (deficit financing) 2,226 
Total 69,380 


It is thus established that the Plan outlay envisaged over 
the period 1978-83 is capable of realisation with a little addi- 
tional tax effort (about Rs. 800 crores per year), suitable 
schemes of public borrowing (the average rate of borrowing is 
to be Rs. 3200 crores per year) and deficit financing (if un- 
avoidable) only to the extent of Rs. 440 crores per year. 
Thus, even if resorted to, deficit financing should not exceed 3 
per cent of the aggregate outlay to be undertaken, Similarly, 
resources made available by foreign aid are expected to finance 
only about 12.5 per cent of aggregate outlay. The remaining 
85-86 per cent of the outlay is expected to be met from normal 
budgetary resources. 


The above estimates assume that both at the Centre and 
in the States the financial performance of public sector enter- 
prises will be substantially improved. For example, the Central 
Government’s non-departmental enterprises, which now earn a 
4.8 per cent return on the capital invested, are supposed to: im- 
Prove their performance to such an extent that the rate of return 
goes up to 10 per cent. Similarly, irrigation works and public 
sector electricity undertakings are also expected to raise their net: 
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receipts by putting up irrigation and power rates for water and 
electricity users. Many of the subsidies which currently operate 
to keep final prices down for consumers are to be abolished in 
the course of the next five years, thus giving rise to a larger 
revenue surplus at current tax rates. All the changes referred 
to above are likely to result in higher prices for a number of 
essential inputs in agriculture and industry, with adverse re- 
percussions on the general level of prices. The programme of 
additional taxation, which will necessarily consist of raising the 
existing rates of indirect taxation, will also have similar effects 
on prices. As against this, smaller deficit financing and liberal 
imports supported by additional foreign exchange earnings may 
be expected to have a sobering effect on prices. The success 
of the financial plan for the 1978-83 period will have to be 
measured largely in terms of the net impact which this plan 
produces on the general level of prices. 


By 1982-83 the ratio of tax revenue to the gross national 
product of the country is expected to move up to 23 per cent» 
from its present level of 18.4 per cent. Nearly 40 per cent 
of the additional tax revenues (Rs. 8000 crores) is expected to 
be realised from excise duty revisions and over 20 per cent 
from sales tax revisions. Other indirect taxes like customs, 
State excise etc. are also to be revised upwards to yield another 
35 per cent (or thereabouts) of additional tax revenues, leav- 
ing less than 4 per cent to be realised by way of direct taxes. 
Surpluses of public sector enterprises are expected to go up by 
Rs. 5000 crores by 1982-83. 


Jf the assumptions about additional tax revenues and addi- 
tional net earnings of public sector enterprises come true, and 
if expenditure on the administrative establishment can be held 
in check, the savings of the public sector will register a sharp 
increase from Rs. 3,362 crores in 1977-78 to Rs. 7,888 crores 
in 1982-83. Expressed as a fraction of the disposable income 
of the public sector, public saving will then go up from 29.8 
per cent to 41.4 per cent. The household sector which now 
saves about 16.4 per cent of its disposable income is to be 
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persuaded, for example by raising the rate of provident fund 
contributions, to save 17.4 per cent of its disposable income. 
Taken along with the savings of the private corporate sector, 
private savings (household and corporate) are expected to move 
up from 15.7 per cent of the gross national product in 1977-78 
to 16 per cent, the contribution of the household sector in this 
additional saving being negligible. In effect, therefore, the 
burden of additional saving, via the budget, falls on the public 
sector. The rate of public saving to gross national product is 
to move up from 4.1 per cent to 7.4 per cent over the period 
of this Plan. 

FINANCING OF PRIVATE INVESTMENT, 1978-83 


The total quantum of private investment during the five- 
year period of the 1978-83 plan has been estimated as Rs. 46,860 
crores. This constitutes 44 per cent of the aggregate invest- 
ment for the period. Resources to match this investment are 
expected to be available from the savings generated out of ad- 
ditional incomes. The overall marginal rate of saving has been 
put at 35 per cent, compared with about 28 per cent in the 
Fifth Plan Draft. As already noted, most of the additional 
Saving effort will have to be made in the public sector. 

The balance between aggregate saving and aggregate invest- 
ment will be seen from the figures in the following table : 


TABLE XXXVII 
Saving-Investment Balance, 1978-83 


A. Aggregate Investment 105,990 = 
(a) Publie Sector (excluding inventories) 59,130 
(b) Private Sector 46,860 
B. Aggregative Domestic Saving 100,855 
(a) Public Sector j 27,444 
(b) Private Sector 71,438 
(© Public Sector Financial Institutions 
(including Reserve Bank of India) 1,973 
C. Net Inflow of Foreign Capital 5,135 


(Note: A=B+0;) 
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The draft of the public sector on the private sector’s sav- 
ängs has been put at Rs. 24,578 crores, which is a little more 
than one-third of private sector savings. From the remaining 
two-thirds the private sector should be in a position to obtain 
adequate financial resources for implementing the schemes of 
investment left to the initiative and guidance of the private 
sector. 


EEMPLOYMENT-GENERATING SCHEMES IN THE PLAN 


The Plan for 1978-83 expects to be able to increase the 
rate of growth of employment in the coming years (a) by mak- 
ing the production pattern more labour intensive and (b) by re- 
gulating the pace of technological change so that employment 
continues to grow at a satisfactory level. The first type of 
measure is concerned primarily with choosing the type of pro- 
duct to be encouraged (e.g. brown sugar versus white refined 
sugar, handloom cloth versus mill cloth), while the second type 
of measure is concerned with the technique used in producing a 
specific product. In implementing the first type of measure, 
restrictions have to be placed on the public’s preference between 
products ; in implementing the second type of measure, restric- 
tions will have to be clamped on the producer’s choice between 
alternative techniques. Of course, in both cases, the restrictions 
need not be direct and interventionist, but may be exercised 
through a system of taxes and subsidies. 


The effect of these types of measures on the overall growth 
rate of the economy has not been clearly brought out anywhere 
in the Draft. But general considerations suggest that a cer- 
tain sacrifice in the potential growth rate must necessarily be 
involved. This appears to be the reason for the relatively high 
capital-output ratio in the investment and output estimates worked 
cout for the new Plan. An aggregate investment of Rs. 105,990 
crores is expected to add only Rs. 18,775 crores to the gross 
domestic product, yielding an incremental capital-output ratio of 
over 5.6; 1. In other words, the scale of investment envisaged 
in the Plan could have yielded almost another 50 per cent of 
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output in the aggregate if employment objectives were not 
given first priority, assuming that the capital-output ratio would 
be in the vicinity of 4:1. The trade-off involved should have 
been made more explicit by the framers of the Plan, as other- 
wise the impression is bound to be created that earlier Plans 
sacrificed the interests of employment and even then could 
not realise more than a 3.5 per cent rate of growth, while the 
new Plan is not only oriented towards more employment, but 
will also realise a 4.7 per cent rate of growth. Actually, with 
the scale of investment now proposed and taking for granted the 
levels of efficiency and capacity utilisation attained during the 
Fifth Plan, the growth rate could have been neatly 6 per cent 
per annum (rather than 4.7 per cent) if the necessity for crea- 


tion of large-scale employment opportunities could be somehow 
ignored. 


There is, however, considerable justification for cutting 
down on the rate of growth in the interests of the more egalita- 
rian distribution which more abundant employment opportuni- 


ties can be expected to bring about. A higher rate of growth, 
in the aggregative sense, is not able to compensate for the 
greater human happiness which an equitable system of produc-- 
tion and distribution, organised on a lower key, can be expected 
to realise. But organisation of such a system presents more 
formidable problems than that of systems that concentrate on 
growth. A system of production that concentrates on growth 
will usually proceed by allocating resources in favour of the 
more efficient economic agents, even by depriving the others of 
their bare means of livelihood. Tt can also operate on the 
basis of decisions reached by a relatively small number of eco- 
nomic agents. By contrast, a system that aims at equity and 
a reasonable degree of equality must have no penalties for in- 
efficiency and the number of decision-makers in such a system 
will also be very large. This makes it all the more difficult for 
such a system to work under a plan with pre-ordained goals. In- 
vestment planning under such a system will have to provide for 
catrying the investible resources to numerous small agents and 
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will have to be flexible enough to cater to their specific needs. 
It is good to try to make a breakthrough in this respect, because 
in a sense there remains no alternative course which is decidedly 
superior as well as easier to pursue. But at the same time all 
those who are involved in the planning process must recognise 
the imperative need for innovation in respect of organisational 
forms if the new. system of production is to take root in the 
country. Both the private entrepreneurs and the guiding bureau- 
cracy will usually be interested in by-passing elaborate changes 
in the organisational devices and taking shorter escape-routes 
to suit their immediate needs. The new goals set by the Plan- 
ning Commission will not permit indulgence in such escape- 
routes. The Plan must to be adopted in its entirety and with all 
its complexity. 

The policies required for creating employment on a larger 
scale can be classified as: (a) policies to increase the pur- 
chasing power of the poorer sections of the people, with a view 
to increasing the demand for labour-intensive goods (unless, as 
we have already noted, labour-intensive goods are considered 
‘inferior’ by the prospective buyers) : 


(b) policies to increase public sector outlay on rural and 
urban construction projects which ensure a high degree of 


absorption of labour ; 


(c) policies to induce scientific and technological research 
institutions to devise appropriate techniques which increase pro- 
ductivity without excessive labour displacement and thus reduce 
the cost advantages of more capital-intensive technology. 


If the scale of investment proposed gets realised in the next 
five years and the new system of labour-intensive products and 
processes comes to be adopted on as wide a scale as the Plan 
envisages, nearly 5 crores of person-days of employment are 
expected to be generated in 1982-83 over and above the 1977-78 
level. In this process of generation of employment the agricul- 
tural and allied sectors are expected to make a big contribution 
(nearly 2.3 crores out of 5 crores of person-days). Within the 
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agricultural sector, again, more employment will be generated 
in production of new crops and in dairying as compared with 
additional employment in the production of traditional crops. 


Village and small-scale industries are expected to generate 
nearly 0.7 crore person-days of additional full-time employ- 
ment. In addition, they will create part-time employment for 
nearly 63 lakh persons. Construction activities are expected to 
create an additional 22 lakh person-days of employment, The 
service sector is expected to expand and will generate nearly 1.2 
“crore person-days of employment. In these different ways the 
scope for employment (including self-employment) will increase 
to such an extent that ‘visible’ employment should disappear. 
The cost of creating an additional person-day of employment 
will be around Rs. 21000. This is to result in an annual in- 
‘come of Rs. 4000 or so per additional person-day of em- 
ployment. ria; 


CHAPTER 13 


THE FIVE YEAR PLANS AND ECONOMIC 
PROGRESS IN INDIA 


Since 1951 the Five Year Plans have sought to lay down: 
the broad guide-lines of development for the Indian economy, 
although because of the dispersed and unorganised character 
of the economy these guide-lines have had only limited impact 
except in those sectors of the economy which were under direct 
government control. The farmer working on his small holding, 
the traditional craftsman engaged in his artistic but unprofitable 
calling, the small trader eager to seize every opportunity to reap 
a profit from chance disturbances in the flow of supplies—these 
people and their likes have usually taken their decisions in 
their own way without pausing for what the Plans had to say 
about their chances of making progress, and on the whole the 
Plans have left these people alone and concentrated on the 
more organised and more controllable segments of the economy. 
Even so, the lives of such people also have been affected by the 
Plans in the sense that the availability of many basic inputs, 
like fertilizers and cotton yarn for example, has been the out- 
come of decisions taken through the Plans, and the Plans have 
further decided for them the level of productive capacity in 
the more sophisticated consumption goods, electric fans and 


radio receivers for example, which some of them would be in- 


terested in buying as their incomes increased. 


Tt is not at all surprising that the Five Year Plans have 
touched the lives of most people, whether or not they were 
conscious of this impact, since the investment outlays which 
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After 1969-70 the Central Government’s outlay on gross: 
capital formation appears to have fallen further. The increase 
in public consumption outlay and in transfer payments has been 
eating up a significant proportion of the Government’s additio-- 
nal revenues, while no reliable information is available in respect 
of additional capital formation financed by Government loans. 
and financial investments. 


With the above as our general background, we shall now 
consider the outcome of the Plan projects in different sectors of 
our economy. 


THE PLANS AND AGRICULTURE 


The primacy of agriculture has been recognised in all 
the Five Year Plans and nearly one-sixth of public sector deve- 
lopment outlay has been earmarked in every Plan to stimulate the 
development of agriculture and the allied sectors like animal 
husbandry, forestry and fisheries. Agriculture has been con- 
sidered important, first, as the source of supply of staple food 
articles and, secondly, as the provider of raw materials for such 
important industries as cotton textiles, jute textiles, sugar, edible 
oils and vanaspati. The importance of extending agriculture 
for creating additional employment opportunites for the grow- 
ing population as well as for providing fuller employment to the 
under-employed sections of the population has also received 
adequate recognition in our Plans. Unfortunately the state of 
agriculture in any particular year is profoundly affected by 
weather conditions and no amount of advance planning can 
totally eliminate the uncertainties arising from this factor. The 
provision of additional irrigation facilities ought to have reduced 
these uncertainties, but fluctuations jn production do not appear 
to have been reduced to any significant extent. To cope with 
such fluctuations the only policies available are : imports in 
years of unfavourable production, greater storage in years of 
bumper harvests and a suitable price policy so that prices do not 
crash in good harvest years and discourage production in the 
subsequent years. To some extent the effects of adverse weather 
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can be counteracted by evolving drought-resistant strains of 
seeds and through proper use of organic manures and fertilizers. 
Measures of crop protection are also essential if a larger propor- 
tion of the crop is to be harvested, since ravages of pests and 
diseases are responsible for large losses in almost all our crops. 

Technical improvements brought about through larger in- 
vestment in agriculture will, however, be of little avail so long 
as the bulk of agricultural production is turned out by small 
farmers with little capital and less knowledge of better methods 
of production. Education in superior farm practices and an 
efficiently functioning agricultural extension organisation are 
essential if these small farmers are to act as agents of change in 
agriculture. The flow of credit to agriculture must be widened 
and süch credit has to be linked up with the production poten- 
tial of the borrower rather than with his assets. To bring about 
a better distribution of agricultural incomes, a more equal dis- 
tribution of land has to be brought about. But care has to be 
taken to ensure that parcelling out of the land does not make 
for inefficient production. 


Between 1950-51 and 1970-71 the gross area under food- 
grains went up from a little below 100 million hectares to about 
125 million hectares. The area under cotton increased by near- 
ly 33 per cent, the area under jute by 36 per cent, the area 
under sugarcane by nearly 60 per cent and the area under the 
major oil seeds by about 40 per cent. The gross cropped area 
rose from 132 million hectares in 1950-51 to 167 million hec- 
tares in 1970-71, but of this nearly 70 per cent was due to addi- 
tional area brought under cropping. The area of land sown more 
than once increased by only 10 million hectares during this 
entire period. This closely corresponds with the figure for the 
additional area provided with irrigation facilities, the gross irri- 
gated area having risen during this period from 22.6 million 
hectares to 33.1 million hectares. While 17 per cent of the gross 


cropped area had some kind of irrigation facility in 1950-51, 
this proportion rose to about 22 per cent by 1970-71. 
` The production of cereals which stood at 45.8 million 
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tonnes in 1950-51 rose to nearly 86 million tonnes in 1972-73. 
But the increase had not been a steady one. There had been 
years of anxiety in 1957-58, 1962-63, 1965-66 and 1966-67 
when even with large imports of cereals the per capita avail- 
ability of cereals declined. As non-agricultural employment and 
incomes increased, the demand for food in the markets often 
outpaced market arrivals and prices moved up. During the 
decade 1961-70 the country imported nearly 60 million tonnes 
of foodgrains. Yet food prices (wholesale) almost doubled in 
the course of the decade. 


After the sharp decline registered in 1965-66 cereals pro- 
duction looked up during the closing years of the decade. From 
62.4 million tonnes in 1965-66 production rose to 97 million 
tonnes in 1970-71, this apparent breakthrough being hailed in 
many quarters as the ‘green revolution’. But the harvests of 
1971-72 and 1972-73 raised doubts about the accomplishments 
of this revolution. Although the production of the two major 
cereal crops, rice and wheat, did not suffer any serious decline, 
the coarser grains, jowar, bajra and maize, were hard hit by the 
drought conditions prevailing in many parts of the country during 
this period. At the same time the production of pulses also 
registered a decline. The total output of foodgrains (cereals and 
pulses) fell by nearly 10 million tonnes between 1971-72 and 
1972-73. Foodgrain prices declined slightly in 1970-71, but 
Tose by over 20 per cent between 1971 and 1973. 


Regarding the production of agricultural raw materials, the 
situation remained more or less unchanged after the initial 
improvements recorded in the early years of planning. Cotton 
production, for example, rose from 2.9 million bales (of 180 
Kg. each) to 5.3 million bales between 1950-51 and 1960-61, 
but in 1970-71 cotton production once again fell to 4.5 million 
bales. The peak in the production of raw jute was reached in 
1961-62 when 6.4 million bales were harvested. In 1972-73 
Production was below 5 million bales. Oilseeds production 
in 1970-71 was no higher than in 1964-65. Sugarcane produc- 
tion in 1970-71 was only slightly above the level reached in 
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the 1964-65 season. So far as the major commercial crops of 
the country are concerned, there are as yet no signs of a remark- 
able improvement in per hectare productivity, and per capita 
availability in the early years of the present decade is somewhat 
lower than what it was 8 to 10 years ago. 


According to available national income estimates, the value 
produced in the agricultural and allied sectors was Rs. 6822 
crores in 1960-61. By 1968-69 this figure went up by only 
9.6 per cent after recording a 6 per cent drop in the difficult 
years 1965-67. Agricultural production thus recorded only 
a very slight increase during the decade of the sixties. The Plan 
outlay on agriculture, community development and primary econo- 
mic activities of other types during this period varied during 
all these years between Rs. 200 and Rs. 400 crores per annum. 
In the first decade of planning annual outlay on agricultural 
and related programmes varied between Rs. 50 and Rs. 120 
crores. Yet agricultural production increased by 49 percent 


during that decade. 


IRRIGATION AND POWER 

Agriculture in India has suffered from the vagaries of the 
monsoons from time immemorial. One of the objectives of 
the Five Year Plans has been to provide the farmer with a con- 
trolled supply of water to carry on cultivation. Each Plan has 
included in it a number of irrigation projects and some of these 
projects have been executed on a large scale with several other 
ends’in view, such as flood control, power generation and navi- 
gation. These multi-purpose projects such as the Damodar 
Valley project, the Hirakud Dam project and the Bhakra-Nangal 
Dam projects have become household names in India and have 
often been described as the new ‘places of pilgrimage’ in today’s 
India. 

Since Independence over 600 major and medium irriga- 
tion projects have been taken in hand. It is estimated that 
these projects were able to double the use of available surface 
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water by the end of the Third Plan and further development 
has taken place since then. The total irrigated area in the 
country is estimated to have gone up from 22.6 million hectares. 
in 1950-51 to about 44.7 million hectares in 1973-74. Aggre- 
gate investment on major and medium irrigation projects 
between 1951-52 and 1973-74 amounted to over Rs. 2940 
crores. While major and medium projects have been responsible 
for spreading irrigation to about 11.5 million hectares of land, 
minor works tapping groundwater resources irrigated an addi- 
tional 5 million hectares. In spite of the spread of irrigation 
facilities, however, the area sown more than once constitutes 
less than one-fifth of the net sown area. 


In recent years tubewells operated by electric pumps have 
become important providers of irrigation water. The number 
of energised pump-sets increased from a meagre 21,008 in 
1950-51 to over 2.4 million in 1973-74. This has become: 
possible because of the spread of electricity to the rural areas. 
The number of villages electrified rose from a mere 3000 in 
1950-51 to 1.55 lakhs in March 1974. However, this is less 
than 30 per cent of the total number of villages in the country. 


Electricity-generating capacity in the country has riser 
from 2.3 million kw. at the beginning of the First Plan to 
18.5 million kw. in 1973-74. Up to the year 1973-74 a sunt 
of about Rs. 6,600 crores was invested in the public sector 
for. power development. The generation of electricity has 
expanded by more than 15 times between 1950-51 and 1973-74. 
On a per capita basis electricity generated has increased from 
38 kwh. in 1961 to 97 kwh. in March 1973. Yet the demand 
for electricity still outpaces supply in the expanding metro- 
politan areas in particular and a better balance between pro- 
duction: and use still remains to be achieved. 


LAND REFORMS 


It has ‘been recognised in all the Plans that land reforms 
must play a key role in agricultural development. Policies 
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like abolition of intermediate rent-receiving interests, imposi- 
tion of ceilings on individual or family holdings, and the distri- 
bution of ‘surplus’ land to farmers with very small holdings and 
landless agricultural labourers have been sought to be pushed 
through in all the Plans with the ultimate objectives of encourag- 
ing small-scale peasant farming and loosening the hold of the 
rich, capitalist farmer on rural life. 


In spite of the legal measures adopted for securing these 
‘objectives, the problems arising from tenancies of various types 
and durations still cry out for solution. It was estimated that 
even in 1969 nearly 24 per cent of farmer households held 
land in tenancy and as many as 82 per cent of these tenants 
had insecure tenancy rights. Besides problems of tenancy, 
there are also complications arising from excessive fragmenta- 
tion of holdings. Schemes for consolidation of holdings have 
made little headway except in a few States like Punjab and 
Haryana. Co-operative farming has not appealed to the 
imagination of the people. The number of co-operative farming 
societies remains below 10,000 and the area cultivated is only 
49 lakh hectares. Many of these co-operative societies are 
co-operatives only in name and are dominated by profit-secking 
individuals who adopt the co-operative form for tax advantages 
or other considerations. 


Tue Foop SITUATION 

Although the total production of foodgrains has more than 
doubled since 1950-51, the food problem has by no means 
disappeared. The Government is still required to undertake 
the operations of food procurement, food distribution among 
the States and food sales at subsidized prices to certain sections 
of the population. The Government is also concerned about 
the maintenance of food prices at a stable level, preventing a 
sharp tise in years of shortages and a sharp fall in years of 
abundance. The agencies through which the food policy of 
the Government is implemented include the Food Corpora- 
tion of India, the Food Departments of the States, the ration- 
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ing Offices and the fair price shops. The Food Corporation 
of India, set up in 1965, is entrusted with the functions of 
procuring, moving, storing and handling of foodgrains, both 
home-produecd and imported. It is also expected to adopt 
measures for improving the production of foodgrains and better 
processing of the foodgrains produced. In recent years it has 
handled between 8 and 10 million tonnes of foodgrains in a year, 
or about 10 per cent of the annual crop. 


At the end of 1973 nearly 1.7 crores of people were under 
statutory rationing and nearly 40 crores under some form of 
informal rationing. Nearly 2.07 lakhs of ration shops and fair 
price shops catered to their needs, j 


DEVELOPMENT OF SMALL INDUSTRIES 


The Five Year Plans have consistently stressed the role 
of small industries in dealing with the problems of poverty and 
unemployment. Small industries are also supposed to keep 
down the capital-output ratio which is a great boon for any 
country which is short of capital. Development through small 
industries checks the growth of big business and makes for an 
egalitarian regime in the industrial sphere. The ancillary role 
of small industries, as illustrated by Japan’s experience, has also 
been stressed in our Plans. 


The Mahalanobis strategy which formed the foundation 
for the Second Five Year Plan assigned a crucial role to the 
small village industries. These industries were intended to be 
the providers of additional consumer goods, the demand for 
which was expected to gO up as investment in the machine- 
building industries was Stepped up. For 1956-61 the Plan out- 
lay on small and village industries was raised to Rs, 187 crores- 
which was 4.5 times as large as the outlay on the same items 


during the First Plan period. It formed about 16 per cent of 
the outlay on industrial development. 


Better administration of assistance to these industries and, 


in some cases, the assurance of a share of the market have led 
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to a remarkable expansion in the output of many small indus- 
tries. For example, the production of cloth in handlooms and 
powerlooms which was estimated at only 1570 million metres 
in 1950-51 rose to 3700 million metres in 1973-74. Other small 
scale industries which have made notable progress are coir yarn 
and manufactures, artistic handicrafts of various types and 
leather manufactures. Exports of the small industry sector, 
excluding modern small scale industries, are now valued at nearly 
Rs. 200 crores per year. 

The re-invigoration of the small and village industries has 
helped in the generation of employment and in mitigating the 
problem of partial employment among artisans. The capital 
invested per worker in a small scale unit is only about one- 
seventh, on an average, of the capital per worker in a large scale 
it. It is important, however, to ensure that the employment 


unit. 
e small and village industries does not have to 


provided in th 
be subsidised by the other sectors. The productivity of a worker 


in the small industry sector must at least be high enough to 
guarantee him a satisfactory wage. Today this condition is not 
being satisfied by all the industries in this sector which are being 


propped up by special subsidies. 


DEVELOPMENT OF MODERN INDUSTRY 


Industrialisation is one of the professed goals of Indian 
planning. In the Second Plan the nature of industrialiastion 
was more specifically laid down as the setting up of heavy indus- 
tries which would enable the country to satisfy all its needs for 
machinery within a reasonable period. Heavy machinery and 
machine tools form, as it were, the base of the industrial edifice 


required to be built up. 

The ‘heavy industry’ strategy of industrial development has 
sometimes been criticised as being too costly for a poor country. 
Tt commits the country to a fairly long period of waiting for 
the final products of industrial progress. It is also unnecessary 
so long as machinery and equipments can be improted in 
exchange for exports. Assuming that the country in question 
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has relative advantage in the production of goods other than 
machinery, it is a misuse of its resources to divert a part of 
these to the production of machinery instead of obtaining such 
machinery through imports. 


The above argument does not hold in those cases where 
the traditional exports of the country face a highly inelastic 
demand. It is also not tenable for a country which possesses 
the physical resources for the development of heavy industries, 
which would have remained untapped if the initial hurdles 
were not overcome with some special effort. India, with her 
size and resources, is believed to be a country belonging to this 
category. 


In the First Plan not much could be done to expand in- 
dustrial capacity. But beginning with the Second Plan develop- 
ment of the modern industrial sector has absorbed about 20 
per cent of total Plan outlay in successive Plans. Together with 
private sector industrial investment, this has succeeded in 
diversifying India’s industrial structure and in reducing depen- 
dence on industrial imports. 


By March, 1973 aggregate investment in public sector under- 
takings amounted to Rs. 5571 crores. Nearly one-third of this 
investment was in steel, one-fifth in engineering and one-eighth 
in chemical and fertilizer projects. Some of the undertakings 
were concerned with mineral development, shipping, trading and 
finance. Some of the major public sector undertakings like 
Hindustan Steel, Heavy Engineering Corporation, Indian Drugs 
and Pharmaceutical etc. are still to break even on their costs. 
Their lack of profitability arises basically out of under-utilisa~ 
tion of capacity and over-capitalisation at the initial stages. 


The private sector is believed to have invested about Rs. 233 
Crores for fixed industrial installations during 1951-56, leading 
to expanded capacity in cement, sugar, paper, cotton textiles, 
rayon filament, sulphuric acid and electrical industries. In the 
Second Plan private industrial investment amounted to Rs. 850 
crores, bringing about expansion in the productive capacity of 
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private sector steel industry, as well as in some important 
metallurgical and chemical industries. Private industrial in- 
vestment, however, received a set-back during the Third Plan 
period and suffered from a recession during 1966-68. Even after 
1969 the tempo of industrial development has remained rather 
slow. For various reasons, such as high cost of raw materials, 
shortage of power, reduced demand from the public sector and 
depressed conditions in agriculture, even installed industrial 
capacity is not always fully utilised. Some figures relating to 
the growth of industrial capacity in the country are provided in 
the table below. 


TABLE XXXI X 
Growth of installed capacity in selected industries, 1950-74 


Installed Capacity 
Industry Unit 1950-51 1955-56 1960-61 1968-69 1973-74 
(estimated) 


Finished Steel thousand tons 1015 1300 4500 6790 7972 
3280 4931 9000 15,156 19,448 


‘Cement Do 
Aluminium tons 4000 7500 18200 15,152 191,920 

Sulphuric Acid thousand 
tons 150 242 476 1870 2169 
Soda Ash Do 54 90 268 423 608 

Ammonium 
Sulphate Do of N = ce 248 1008 2937 
Diesel Engines Nos 6320 20,000 62,000 125,000 n-a. 
Power Pumps thousand 33 67 184 350 n.s: 
Electric Motors thousand HP 150 263 1250 2980 n.a. 
(below 200 HP) 
Machine tools million Rs. n.a. n.a. 70 610 

Sugar thousand tons 1540 1740 2250 3252 4232 
Paper and Board Do 137 210 410 718 1009 
Cotton Yarn million Ibs. 1669 1840 2100 3700 n.a. 


«Cotton Cloth million Yards 4744 4950 5300 n.a. na. 
thousand tons. 333 445 434 613 1230 


Vanaspati 


Besides the above industries there has been significant 
n the productive capacity of a number of new in- 

chemical, engineering and electrical. 
production does not yet give an adequate 


development i 
_dustries—metallurgical, 
-The index of industrial 
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weightage to the output of these newly developed industries 
Even so, the index (base: 1960=100) increased from 54.8 in 
1951 to 200.7 in 1973. The rate of growth, however, slowed 
down considerably after 1965-66. Between 1951 and 1961 in- 
dustrial production rose by more than 100 per cent, whereas 
between 1961 and 1971 it rose by 70 per cent. Between 1966 
and 1971 it rose by only 31 per cent. The growth rate fell to: 
0.7 per cent in 1972-73. Some of the highest growth rates in 
recent years were achieved in the engineering, clectrical appara- 
tus, chemicals and petroleum product industries. Electricity 
generation also rose about 214 times faster than the general in- 
dustrial production index. In 1973, however, there was a sharp 
decline in power generation. This power shortage adversely 
affected the output levels in almost every manufacturing indus- 
try, except non-electrical engineering industries and few others. 
Over the Fourth Plan period as a whole the rate of growth of 
industrial production was of the order of 4—5 per cent per 
annum, about half the target rate set for industrial growth. 
Apart from the difficulties caused by interruptions in power 
generation, there have been signs that industrial investment. 
itself has been growing rather slowly in recent years as compared 
with the period covered by the first three Plans. According 
to a Reserve Bank study the gross capital formation (fixed 
assets plus inventories) of 1501 large and medium non-financial, 
non-government public limited companies, which was increasing 
at a rate of 11 per cent per year in 1966-67, was increasing at 
a lower rate of 8.7 per cent only (at current prices) in: 
1970-71. The decline in the rate of growth of private invest- 
ment is obviously linked with the shortfalls in public sector 
industrial investment. Though the Fourth Plan provided for 
an outlay of Rs. 3050 crores on industrial and mineral develop- 
ment, perhaps no more than Rs. 2700 crores were actually 
invested. Since prices rose appreciably during this period, the 
Teal Content of this expenditure was much smaller. The slug- 
gishness of public investment, which has now become the major 
element in the field of industrial investment, must bear respon- 
sibility for the general retardation of the growth in industrial 
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development schemes, particularly in the large scale industries. 
In a few industries like cotton textiles, sewing machines, radio: 
receivers and electric fans and tubes, the decisive factor was the 
level of demand, which remained depressed as agricultural pro- 
duction stagnated. 


MINERAL DEVELOPMENT 


The value of mineral production increased by over six 
times between 1951 and 1973. Even after correction for price’ 
changes this remains a substantial improvement. In terms of 
quantity produced, between 1951 and 1973 coal production 
(including lignite) increased over 214 times, iron ore 7 times, 
limestone 7.5 times and crude petroleum 26 times. The weight-- 
ed index of mineral production, in which coal production has 
a weight of nearly 69 per cent, went up from 66 in 1951 to 170° 
in 1969 (base: 1960=100). 


In 1950 India was mining only about 32 million tonnes of 
coal. The amount of coal mined rose to 76.4 million tonnes 
in 1972-73. The production of iron ore increased from about 
3 million tonnes in 1950 to more than 35 million tonnes in 1972. 
Crude petroleum obtained from the domestic oil-fields amounted 
to only 1.5 lakh tonnes in 1960. This figure rose to 73 lakh 
tonnes in 1972. After 1956, when the Oil and Natural Gas Com- 
mission was set up, the work of exploration for new sources of 
crude petroleum was rapidly stepped up. By the end of March: 
1973 the new oil-fields were contributing about 40 lakh tonnes 
of crude petroleum for refinement. Despite this expansion in 
crude production, the country’s imports of crude petroleum’ 
amounted to over 134 lakh tons in 1972-73. 


The consumption of petroleum products has grown very 
rapidly in recent years, while the substitution of petroleum 
products by coal derivatives has been neglected. In the context 


of the world-wide oil crisis, steps have to be taken to curb non- 
essential uses of petroleum products and develop alternative 
sources of energy based on coal and, wherever possible, water 
resources and nuclear materials. 
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“TRADE AND BALANCE OF PAYMENTS 


Between 1950-51 and 1973-74 the value of exports increased 
from Rs. 600 crores to Rs. 2483 crores. In 1973-74 value of 
‘exports increased by over 26 per cent. The figures are not 
directly comparable because of changes in internal prices and 
in the external value of the rupee. Quantitatively exports 
increased significantly in the following commodities: handloom 
fabrics, footwear, coir yarn and manufactures, iron ore and 
concentrates, oil cakes, cashew kernels, coffee, tobacco, sugar, 
fishery products, engineering goods and chemical and allied 
products. Declines have been registered in the exports of tea, 
mill fabrics, mica, and vegetable oils, During this period the 
direction of exports changed considerably. The share of U.K., 
U.S.A., and Canada in our exports declined, while there were 


marked increases in the shares of Japan, West Germany and 
ithe U.S.S.R. 


The share of exports in the net domestic product appears 
‘to have declined since 1950-51 by about 1 percentage point. 
Between 1950-51 and 1969-70 the unit value of exports registered 
a rise of over 64 per cent, while unit value of imports declined 
nearly 16 per cent. 


Commodity groups whose imports have increased substan- 
tially include iron and steel, copper, lead, petroleum and 
lubricants, newsprint, tyres and tubes for vehicles and aircraft, 
fertilizers, chemicals, machinery and machine tools, electrical 
apparatus and generators, etc. At the same time imports of 
Spices, tobacco manufactures, raw cotton, raw jute, dyestuffs, 
art silk yarn, cotton fabrics, aluminium etc., have declined. 
The value of imports which stood at Rs. 650 crores in 1950-51 
Tose to Rs. 1867 crores in 1972-73 and further to Rs. 2921 crores 


in 1973-74. The growth rate of imports in 1973-74 reached 
almost 60 per cent. 


The relative share of imports in total supplies has declined 


in respect of certain important commodities over the years since 
1950-51 as follows : 
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TABLE XL 


Share of Imports in Total Available Supply (Percentage) 


Commodity 1950-51 1972-73 
Foodgrains 5.9 1.3- 
Raw Cotton 27.8 8.0° 
Tron and Steel 25.2 19.4 
Aluminium 23.2 2.9- 
Paper and board 88.9 18.8 
Ammonium Sulphate 72.8 1.0 
Textile machinery 67.6 19.1 
Sugar mill machinery 100.0 0.4 
Sewing machines 41.1 0.3 

62.5 : 0.0 


Bicycles 


The sources of imports have changed considerably during 


the Plan period. The importance of U.K. as a source of supply 
has fallen from about-20 per cent to only about 6 per cent, while 
the shares of U.S.A. and U.S.S.R. have increased appreciably. 


which was adverse to the extent of 
0-51, turned still more adverse as the 
d up in response to greater demand 


for imported capital goods and raw materials. Measures to 
promote exports and curb imports, as well as the slowing down 
in the pace of industrial investment, have in recent years Tes- 
tored the balance in the trade account to some extent. In 
recent years there have been remarkable increases in invisible 
icularly tourist expenditures and inward remit- 


earnings, parti urist: i 
tances, as well as in capital inflows on official account. 


The balance of trade, 
about Rs. 50 crores in 195 
volume of imports was steppe 


A summary View of the country’s balance of payments- 
position since the inception of the plans will be. available from 


the table below : 
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TABLE XLi 


India’s Balance of Payments, 1951-72 (Summary) 
1951-56 1956-61 1961-66 1966-72 


Trade deficit —541.9 —2339.0 —2183.6 —3009.8* 
Current Account Deficit 42.6 1723.6 1951.6 —3878.4* 
Official Capital Inflow 201.7 1430.2 2867.7 5511.4* 
Change in Exchange Reserves —126.8 — 521.0 -- 5.6 + 548.6** 


(Decline—; Increase+) 


* Provisional figures ** In terms of the davalued Rupee. 


FOREIGN Arp 


y 

During the First Plan period India received some loans 
and grants from the United States of America, Soviet Russia, 
Canada, Australia, other Commonwealth countries and: the 
International Bank for Reconstruction and Development. ` The 
Ford Foundation of the United States also made available a 
sum of over Rs. 5 crores for a number ‘of research and training 
programmes. The Russian loan was not utilised during the 
Plan period, but was carried forward to the Second Plan. The 
authorisation of loans and grants in the Second Plan was more 
than eight times higher than the authorisation in the period of 
the First Plan, and there was also seven times higher utilisation. 
During the Third Plan authorisation was higher by only 16 per 
cent, but utilisation was nearly double the amount utilised in 
the Second Plan period. A large chunk of the PL 480 Assistance 
authorised during the Second Plan period was actually made 
available in the subsequent planning period. The flow of 
external assistance dwindled during and immediately after the 
1965 was with Pakistan, but revived after 1969-70. Foreign 
assistance authorised and utilised since the end of the Third 
Plan is set out in the table below: 
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TABLE XLii 
Authorisation and Utilisation of Foreign Aid Since 1966-67 
(Rs. Crores) 

Year Authorisation Utilisation 
1966-67 1506.5 1181.4 
1967-68 718.8 1195.6 
1968-69 946.8 902.6 
1969-70 634.3 856.3 
1970-71 761.9 791.4 
1971-72 929.2 834.1 
1972-73 676.2 666.2 


3 India had absorbed nearly 
Rs. 13, 500 crores of foreign assistance and had over Rs. 1500 
‘crores worth of aid in the pipe-line. These figures are in 
terms of the current rate of exchange of the Rupee. For this 
foreign aid, only a very small fraction of which is in the form 
of interest-free assistance, India had to pay interest at the rate 
‘of nearly Rs. 200 crores per year, while debt repayment obli- 
gations ate up about Rs. 300 crores per year. Subtracting this 

500 crores from the gross aid actually made 


sum of Rs. 
available, net inflow of foreign aid was estimated to be no more 


than Rs. 124 crores ($ 165 million) in 1972-73. It may be 
added here that nearly a quarter of the foreign loans incurred 
by India during the Plans is repayable in Rupees and rest in 
foreign exchange. The Rupee liabilities on account of PL 480 
imports were substantially scaled down as a result of an agree- 


ment with the United States in 1973. 


At the end of March 197 


“THE EMPLOYMENT SITUATION 

act that capital-intensive industries 
niques of production do not pro- 
vide for employment in the same degree as they call for absorp- 
tion of capital. Thus, in spite of a substantial increase in the 


amount of public investment in industries, industrial employment 


jn the public sector increased only four-fold between 1956 and 


1970. The rate of expansion of public sector employment was 


Tt is an established f 
using the most up-to-date tec 
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greater in electricity generation and other public utilities. There- 
was appreciable expansion also in the trading and commercial 
activities of the public sector, bringing about an almost seven- 
fold increase in employment. Over the fifteen years from 1956 
to 1970 aggregate employment in the public sector increased 
from 5.2 million to 10.3 million. The relative importance of 
‘services’ in public sector employment fell during the same period 
from 58 per cent to 53 per cent. 


Employment in factories (average daily employment) in- 
creased from 2.9 million in 1951 to nearly 5 million in 1971, 
while employment in mines increased from 0.55 million in 1951 
to 0.63 million in 1971. Between 1967 and 1969 factory employ- 
ment declined as a consequence of the industrial ‘recession’ of 
that period. In 1970 factory employment increased in all the: 
States except Assam. Among the States of India Maharashtra 
has the highest percentage of factory workers to total popula- 
tion, but even there this proportion is only about 2 per cent.. 
In West Bengal nearly 8.2 lakh workers are employed in fac- 
tories. This is about 18 per cent of aggregate employment in 
factories throughout India, though West Bengal’s population is: 
only about 8 per cent of total Indian population. 


In the Census of 1971 nearly 11 million people were 
returned as working in the manufacturing sector other than 
household manufacturing. This is only about 9 per cent of 
the total agricultural working population and less than 6 per’ 
cent of the working population as a whole. The proportion 
of agricultural workers appears to have remained steady between 
1951 and 1971, the agricultural sector having been called upon 
to absorb nearly 30 million additional workers in twenty years. 
The rest. of the economy appears to have absorbed about 14 
million additional workers, in which the share of “the factory 
sector may have been only about 15 per cent. 


The growth of population in the working age group (ages 
15—59} has, of course, been larger than this. In 1971 the eco- 
nomically active population was about 65 per cent of the popu- 
lation in these age groups. This is no indication of the extent 
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of unemployment, however. Most women in India are required 
or prefer to work at home and do not offer their services in 
the labour market. The only indicator of unemployment that 
we possess is the figure of registration with the Employment 
Exchanges. The 123 Employment Exchanges in 1950 carried 
on their live registers a total of 330,000 employment-seekers. 
Not all of them might have been absolutely without employment, 
since one can register with an Employment Exchange for moving 
on to a better job. In any case, by 1972 the number of 
Employment Echanges rose to 453 and the number of appli- 
cants on the live registers of these Exchanges mounted up to 
almost 70 lakhs. Only about 7 per cent of such applicants could 
be placed in employment through the effort of the Employment 
Exchanges in 1972. In 1960 this percentage was nearly 20 per 
cent. To this extent a deterioration in the employment situation 
can be deduced from the Employment Exchange figures. 


In 1961 when the Third Plan was formulated it was 
believed that the working force would grow by nearly 70 
million in the next fifteen years. The order of creation of 
“new. employment in the Plans was estimated as follows: 
First Plan, 4.5 million; Second Plan, 8 million ; Third Plan, 
14.5 million. In none of these Plans could the entire increase 
in labour force be absorbed into gainful employment and by 
the beginning of the ‘recession’ period the level of unemploy- 
ment in the country was reckoned at 9—10 million. The 1966 
Draft of the Fourth Plan estimated that the Plan projects could 
create new employment opportunities for 19 million people, but 
this would still add 5 million more people to the rank of the 


unemployed. 


Beginning from the period of the Fourth Plan (1969-74) 
the Planning Commission has discontinued making estimates 
of the employment potential of Plan projects, as reliable data 
on additional employment per unit of investment were found 
to be lacking. The earlier estimates were pronounced as 


‘subject to an unknown margin of error’. 


‘inadequate’ and 
oyment through- 


Besides, in a country like India open unempl 
F-12 
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out the year is only a part, and perhaps a minor part, of the 
general unemployment problem, since underemployment in 
family farms and other similar enterprises is an equally serious 
problem from the point of view of optimal use of manpower. 
Thus the emphasis in the analysis of unemployment has to 
change from a simple enumeration of the job-creating possibi- 
lities of specific investment projects to a more thorough re-con- 
sideration of the Plan projects with a view to spreading as widely 
as possible the impact of an intensive national development 
effort. Dispersal of economic activities with greater stress on 
additional employment in the rural areas themselves, either on 
the farms or in small industries suited to local conditions, 
remains the declared objective of the Plans so far as the problem 
of employment is concerned. It is necessary, however, to ensure 

. that dispersal does not become simply a camouflage for opera- 
tions of a leaf-raking variety. While there is every justification 
for taking work nearer the workers’ homes, so that the costs of 
migration and urbanisation may be avoided, such work must 
be able to build up productive capital and cater to the essen- 
tial requirements of the people. 


However, it is useless to insist in every case that employ- 
ment schemes specially intended for alleviation of poverty should 
justify themselves in terms of marketable output. Where it is 
decided in advance that the less advanced sections of the people 
have to be assisted to improve their levels of living, if necessary 
at the expense of the relatively advanced sections, these employ- 
ment-creating schemes are best regarded as schemes for transfer 
of incomes, rather than as ingredients of the plan for growth. 
Even in such cases it will be desirable to effect such transfers 
at the least possible cost, which means in effect that as large a 
part of the cost of these schemes as possible should take the 
actual form of wage disbursement, while supervisory and other 
Costs should be cut down to the barest minimum. If we learn 
to look at these schemes in this light, much of the apparent 
conflict between growth and other objectives of planning will 
be easilv resolved. It will then be realised that while creation 
of employment is a part and parcel of the process of growth, in 
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certain contexts it may not be sufficient to wait for the absorp- 
tion of the unemployed in the growing sectors of the economy. 
The care of the unemployed as such will then become an objec- 
tive of planning in its own right. 


PRICE MOVEMENTS 

Erratic movements of prices obviously run counter to the 
very objectives of planning. Prices should move in such a way 
that they facilitate the movement towards the planned alloca- 
tion of resources, unless the use of prices is completely discarded 
for planning purposes and all allocation is made by administra- 
tive dictates. In every planned economy that we know of, prices 
are usually permitted to play an important role in the allocative 
process and consequently the success of a plan depends in large 
measure on the price policy which it is able to uphold. Indian 
planning has begun to pay attention to this important aspect of 
planning at least since the Third Plan period. x 

In the First Plan prices showed a downward trend, Com- 
pared with March 1951 the index number of wholesale. prices 
was nearly 22 per cent lower in March 1956. Some of the 
largest declines occurred in the prices of pulses, raw cotton, 
oilseeds and industrial raw materials in general, While this 
may have given a fillip to industries, the agricultural output 
pattern must have been distorted to some extent during the 
Second Plan period by this unwanted movement of prices. 
The Government of India did not at that time have any suit- —- 
able machinery for maintaining agricultural prices at a reason- 
able parity with industrial prices. The priority for agricul- 
ture which the Plans upheld was thus to some extent nullified 
by this downward trend in most agricultural prices. ' 

In the Second Five Year Plan prices moved up by 30 per 
cent in five years. Expenditure on the plan was stepped up 
from -1955-56 and the agricultural seasons at the same time 
turned adverse. However, except for oilseeds and a few other 
raw materials, prices in 1961 were not much higher than. in. 
1951. The working class cost of living index, which had already 
started rising in the last year of the First Plan period, régis- 
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tered a 24 per cent increase in the course of the Second Plan. 
Containing the rise in the cost of living obviously formed an 
essential part of price policy, since such rise was bound 
to inflate the demand for wages and generate a process of spiral- 
ling of prices. 

Unfortunately the Third Plan had little opportunity to 
counter the pressure on prices and cost of living. In the wake 
of the Sino-Indian conflict in 1962 food prices rose by nearly 
15 per cent in 1963-64. Two years later the widespread drought 
conditions and the Indo-Pak border conflict gave a further spurt 
to prices. The Third Plan ended with the wholesale price index 
36.4 per cent higher than at the beginning, the food articles 
group showing a 48.4 per cent rise. The cost of living index for 
the working class in March 1966 was nearly 35 per cent higher 
than in March 1961. 

Since then prices have risen almost continuously. In the 
course of the Fourth Plan prices have risen by over 70 per cent, 
most of this increase having occurred during 1972-74 owing to 
a combination of causes like poor agricultural harvests, world- 
wide shortages of metals and chemicals, and the extraordinary 
hike in oil prices. The movement of wholesale prices in recent 
years is summarised in the table below. 


TABLE XLIII 
Movement of Wholesale Prices, 1969-74 (Percentage) 


March 1970 March 1971 March 1972 March 1973 Marzh 1974 
over over over cyer over 


March 1969 March 1970 March 1971 March 1972 March 1973 
All Commodities +6.4 +2.8 +6.0 +13.7 +29.5 
ie heey +7.5 nil +8.0 +15.8 +29.0 
Light ‘and 
Toan A +4.6 neg. +9.2 + 5.9 +55.3 
r tg PR g88 te amg 


meg. =negligible } 7 
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Apart from shortages in supply, factors on the demand side 
also played some part in accentuating the inflationary situation. 
The overall budgetary deficit of the Central and State Govern- 
ments and the Union Territories increased from Rs. 424 crores 
in 1970-71 to Rs. 852 crores in 1972-73, according to available 
estimates. Total commercial bank credit in the busy season of 
1972-73 amounted to Rs. 878 crores (provisional figure) as com- 


to Rs. 394 crores in the busy season of 1970-71. Addi- 


pared 
s by nearly Rs. 100 crores in 


tion to foreign exchange reserve 
1971-72 also pushed up the resources at the disposal of the 


banking system. The fact that the additional bank credit was 
not matched in the short period by additional marketable out- 
put (the index number of agricultural production fell by 13 
points between 1970-71 and 1972-73, while that of industrial 
production fell by 2.3 percentage points between March 1972 
and March 1973) naturally had severe inflationary consequences. 


PLANNING IN INDIA: AN OVERALL VIEW 

The progress of financial outlay on the Five Year Plans has 
been remarkable. From Rs. 260 crores in the first year of the 
First Plan public sector plan outlay went up to Rs. 4364 crores 
in 1973-74. But considering the rise in prices that has occurred 
in the mean time, the step-up in planned outlay has been no 
more than five-fold in about 25 years, which no longer looks 
as impressive as the financial figures. What is of greater con- 
cern is that financial outlays appear to have lost a latge part 
of their leverage effect on general development. In the First 
Plan a total estimated investment of Rs. 3360 crores in the pub- 
lic and private sectors was accompanied by an 18.4 per cent in- 
crease in national income. In the Second Plan the corresponding 
figures were Rs. 6831 crores and 21.5 per cent and in the Third 
Plan Rs. 10400 crores and 15.5 per cent. During the ‘Plan 
Holiday’ period, although the annual average of public sector 
development outlay was slightly higher than it was during the 
Third Plan period, national income increased by only 13.7 per 
cent. Plan outlays and national income growth during the 
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Fourth Plan period are set out, on a tentative basis, in the 
following table. 


TABLE XLIV 


Plan Outlays (Public Sector) and Growth in Net National 
Product during the Fourth Plan period 


Year Plan Outlay Growth rate of 
(Rs. crores) NNP 
1969-70 2209.9 5.5 
1970-71 2523.5 4.3 
1971-72 3130.3 LT 
1972-73 3973.4 (-) 1.8 
1973-74 4364.2 n.a. 


In each of the last five years plan outlay in the public sec- 
tor has risen, even after allowing for the price changes that 
have occurred from year to year. Yet there has been a steady 
deterioration in the rate of growth. In making an attempt to 
probe into the cause of this ‘diminishing returns’ from public 


sector development outlay, one connot ignore the following 
factors : 


First, public development outlay is only one component 
of the total outlay on development in the economy. There are 
indications that as public development outlay has picked up. 
private investment in basic construction and industry has begun 
to decline. The reasons why private and public development 
outlays become competitive after a point, instead of remaining 
complementary as in the earlier phases of Indian Planning, need 
to be thoroughly investigated. 


Secondly, public sector development outlay has two com- 
Ponents—public investment outlay and other public development 
outlays. The second category contains a number of items which 
do not contribute to the national product, but are in the nature 
of transfer payments from one social group to another. The 
felative importatice of such items in the Central Government’s 
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m 275 per cent in 1969-70 to almost 
nd 1972-73. At the same time the 
velopment has fallen 


budget has gone up fro: 
30 per cent in 1971-72 a 
relative share of Plan outlay on power de 
from 21.3 per cent in 1969-70 to 15.8 p 
industry and minerals from 20.1 per cent to 17.2 per cent in 
the same period, and on transport and communications from 
18.6 per cent to 16 per cent. These figures point to the new- 
fangled stress in our Plans, on distribution before production, 
which may be one of the factors that has kept down the rate of 


-output growth. 

Thirdly, the growth in public sector investment outlay, 
computed. on a gross basis, fails to take account of the deteriora- 
tion in existing productive assets in the public sector on account 
of faulty maintenance, inadequate management and lack of 
happy relations between management and labour. As already 
pointed out in the introductory chapter of this book a proper 
policy for maintaining the value of public assets is a sine qua 
non of economic advancement on a planned basis. Otherwise 
haphazard creation of assets in the public sector will be of little 
avail in the struggle against poverty and backwardness. 


Fourthly, although the relative share of Plan outlay on 
agriculture has been significantly higher (16.9 per cent) in the 
Fourth Plan as compared with the Third Plan (12.7 per cent), 
the absence of a suitable policy regarding land distribution and 
land management has not allowed the country to reap the full 
benefits of such investment. It still remains true that, by and 
large, agricultural programmes in our Plans are not drawn up 
in such a way as to reduce the dependence of our major crops 
on climatic factors. Moreover, whatever increase in agricul- 
tural production has been secured has not benefited the com- 
munity at large. but only a section of farmers. 


Fifthly, it cannot be claimed that in trying to step up the 
rate of investment through the series of Five Year Plans the 
country has explored all the ways in which resources could have 
been re-deployed for types of investment which would have made 
a larger share of the national product available in the form of 
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essential goods. There are grounds for believing that the con- 
sumption of non-essentials could have been cut down further 
and this would not have had any adverse effect on production. 


Lastly, through the years since the Plans came into being, 
laxity in industrial and administrative discipline has grown due 
to causes which cannot be gone into in the present context. 
Since a Plan is dependent for its execution on human agencies, 
the qualities of the people who carry out the different tasks 
involved in the Plan projects must ultimately count. Even 
when the human material is technically competent and has sound 
intentions, the lack of proper rules of work or of indecision on 
the part of the work-leaders can adversely affect the level of 
performance of the workers. But it is well to reinember that 


to disciplines like politics and sociology rather than to econo. 
mics itself, 


THE FIFTH PLAN YEARS, 1974-78 


publicly-owned industrial sectors. Private industrial investment 
showed little sign of revival. In the first five years after 1970 
the highest Tate of growth attained in respect of industrial pro- 
duction was only 5.8 per cent. The year 1975-76, however, 
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saw an impressive rise (10 per cent) in the index of industrial 
-production. 


In the 1960s employment in the private industrial sector 
was growing at annual rates of neatly 5 to 7 per cent. In the 
1970’s this rate has declined to something like 2 per cent—in 
some years even less. In the public sector also the rate of growth 
of employment decelerated in the early 1970's. The number of 
vacancies notified through the Employment Exchange network 
.of the country declined from 871,000 in 1973 to 673,000 in 1974 
and thereafter recorded a slight increase. By March 1977 the 
number of applicants on the Live Registers of the 520 employ- 
ment exchanges in the country crossed the 10-million mark. 


The government tried to inject some stimulus to the eco- 
nomy in 1975-76 by stepping up the level of public sector Plan 
outlay. From Rs. 4945 crores in the first year of the Fifth Plan 
such outlay was expanded to Rs. 6443 crores in 1975-76 and 
Rs. 7852 crores in 1976-77. This proved to be of some help 
in raising the rate of gross capital formation above the levels 
reached during the Fourth Plan, but as compared with the 
period from 1954 to 1966 capital formation as a proportion of 
total government expenditure still remained unsatisfactory. 
More than 60 per cent of the budgeted expenditure of the 
government was being spent, even during the first three years 
of the Fifth Plan, for purposes other than capital formation. It 


is not suggested that all such expenditure was bound to be un- 
productive, but the government was not living up to its respon- 
sibility for raising the level of capital formation in the country. 
More stringent control over government’s current expenditure 
was obviously needed if a larger amount of government's finan- 
«cial resources had to be utilised for capital formation. z 
The successive years of highly satisfactory harvests enabled 
the country to build up an adequate stock of food-grains. At 
the beginning of 1977-78 stocks of foodgrains were reported to 
‘have reached a level of 18 million tonnes. But the accumula- 
tion of such stocks out of the current production levels of food- 
«grains is an indication of the low purchasing capacity of the 
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majority of the population in the country. The elimination of 
shortfalls in the market demand for food has, however, streng- 
thened the country’s bargaining position vis a vis the rest of the 
world. The availability of food stocks has also opened up oppor- 
tunities for undertaking special schemes of employment genera- 
tion where wages could be paid in foodgrains instead of cash. 


The country’s foreign exchange reserves have also expanded 
due to a combination of factors. First, India has been able to 
attract to herself some part of the demand for goods and servi- 
ces arising out of the additional oii incomes of the oil-rich coun- 
tries. Secondly, since 1974 there has been going on a steady 
stream of migration from India to the Middle East, specially 
to Iran, Dubai and Kuwait, and the money remitted by these 
emigrants to their families in India has added considerably to 
the country’s foreign exchange earnings. Thirdly, the increa- 
singly vigilant measures adopted against unauthorised dealings 
in foreign exchange have ensured more open dealings through 
authorised channels and these have been reflected in the higher 
foreign exchange reserves. In 1976-77 such reserves rose by 
Rs. 1,371 crores and in 1977-78 they are reported to have gone 
up by another Rs, 1,096 crores. Excess foreign exchange 
reserves amounting to over Rs. 4,000 crores have posed for the 
country an entirely new set of problems. As long as the coun- 
try was suffering from foreign exchange shortages she had to 
deal with the problem of cutting her foreign exchange expen- 
diture according to the availability of foreign assistance. With 
a fairly comfortable foreign exchange reserve on her hands, she 
now faces the problem of making other countries understand 
why she still needs special forms of foreign assistance. One 
reason why India cannot draw freely upon her own exchange 
Teserves is that in order to put them to the use of either the 
Public or the private sector additional rupee resources have 
to be found against which the foreign exchange stocks can 
be exchanged. In the case of foreign assistance made available 
On special terms such internal financing may not always be 
necessary. Besides, special foreign assistance schemes are likely 
to be supplemented by technical assistance, while drawing down 
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of accumulated exchange reserves will not help the country to 
reap the advantages of technical innovation. 


The relatively strong foreign exchange position of the coun- 
try has, however, led to a liberalisation of her policies relating 
to import restrictions. A much larger number of manufacturing 
components have now been placed in the unrestricted category, 
while in respect of categories that are still subject to restrictions 
larger import quotas have been introduced. This applies special- 
ly to industries which have to bring in imported components in 
order to be able to expand their production for exports. : The 
government is also considering a proposal to purchase gold at 
international prices for conversion into jewellery which can be 
sold at a profit in the countries of the Middle East. 


Absence of serious food shortages, availability of imported 
n a larger scale to deal with any temporary market 
imbalances, and the comparatively slow rate of growth of in- 
vestrient demand have resulted in some relief to the price situa- 
tion. that was threatening to get out of hand in 1973-74. But 
removal of stresses and imbalances must also prepare the: way 
n adequately big effort to absorb the growing numbers into 
incomes rising over time. The Plan of 
for 1978-83 promises to be a massive 
he details so far published 
projects to be included in the 
he fear that, despite the for- 


articles O! 


for a 
gainful occupations with 
investment expenditures 
effort on these lines. However, t 
about the nature of the investment 
Plan are not adequate to dispel t 
mulation of some very sound general principles, the specific 
implications of all the projects being talked about have not yet 
been carefully worked out. In particular, the organisational 
changes absolutely needed for the new type of investment deve- 
lopment that the Plan for 1978-83 supports are still not in sight. 
In spite of what the new Plan says about frequent monitoring 
and evaluation and the “rolling” plan structure, planning does 
not yet display that vitality which can enable it to acquire popu- 
lar backing. In a country with a democratic political system 
this is the acid test by which the success of a plan will be 


judged. 
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TABLE XLV 


Growth Rates in Recent Years 


1973-74 1975-76 


Percentage 
Change 


A. Net Domestic Product 


At Factor Cost 20,281 22,045 
(Rs. Cr. at 1960-61 prices) 
of which: Primary Sector 8,667 9,423 
Secondary Sector 4,651 5,023 
Tertiarry Sector 6,963 7,599 
B. Foodgrains (m. tonnes) 104.7 120.8 
Agricultural Output Index 133.3 148.6 
(1959—62=100) 
Industrial Output Index 114.3a 132.4b 
(1970=100) 
of which: 
Consumer non-durables 107.8 117.9 
Consumer durables 129.0 125.3 
Intermediate goods 111.9 121.4 
Basic Industries 113.8 147.4 
Capital goods 128.7 141.0 
‘©. Wholesale Price Index 
(1970-71=100) 174,9¢ 176.40 
D. ` Employment: 
public sector (000) 12734a 13619b 
Employment: 
Private sector (000) 6752a 6784b 
E. Plan Outlay Rs. crores) 4188 6333 
Import Licences issued 2334 3316 
(Rs. crores) 


F. Foreign Exchange Reseryes 
_ (Rs. crores) 581e 1492e 


8.7 


8.8 
8.0 
9.1 


15.4 
11.5 


16.0 

9.0 

(—) 3.0 
8.6 


30.0 
9.5 


0.9 


7.0 


0.5 


51.2 
42.2 


160.0 


a—relates to Jan.-Dec., 1974. 
b—relates to Jan.-Dec., 1976. 
© average of months, April 1974—March 1975. 


d—average of months, April 1976-—March 1977. 
e © end-of-the-year figure. 


CHAPTER 14 
THE OPERATIONAL ASPECTS OF PLANNING 


In addition to being an exercise in finding out a self-con-- 
sistent and feasible pattern of resource development and alloca- 
tion, every economic plan must also be a blueprint for action. 
For effective action adequately motivated and properly equipped 
agencies must be identified and, if necessary, newly set up. 
Indian planning has from the very beginning concerned itself 
with the important problem of plan administration and both 
official and non-official agencies have been sought to be assessed 
from the point of view of their suitability to carry out the action 
plan embodied in the Five Year Plans. Lines of modification 
have ‘been suggested by which existing agencies could be better 
equipped to deal with the new tasks imposed on them by develop-- 
ment planning. Sometimes, as in the case of the Community 
Development Blocks, altogether new types of agencies have been 
brought into being to realise some of the Plan objectives which 
the existing agencies were adjudged incapable of realising, Not 
all the new agencies so planted have been eminently successful’ 
in carrying out their appointed tasks, nor have the modifications 
suggested in the working of existing agencies been always faith- 
fully carried out. Speaking from an operational point of view, 
neither the staffing system nor the types of incentives offered 
have been adequate to convert the administrative agencies from’ 
passive recipients of public custom to active initiators and pro- 
moters of desirable change. 

In the First Five Year Plan an entire part of the Report 
onthe Plan (Part Two) was devoted to administrative and 
organisational changes. It was considered essential that the 
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agencies responsible for administering the development pro- 
grammes should take full responsibility for the fulfilment of 
the programme objectives. A good deal of emphasis was iaid 
on reforming the district administration, since the district was 
the unit in which “the administration comes into the most inti- 
mate touch with the citizen”. Public co-operation was assigned 
an important place in the actual working out of the Plan, For 
rural development the preferred pattern was one in which the 
work of all development agencies was co-ordinated at a level 
which lay between the district and the village, and which later 
came to be known as the Development Block. A multi-purpose 
village worker was to be the visible symbol to the villager of 
the concern which the development agencies felt for him. The 
official administrative machinery was to be assisted and guided 
by representatives of the people at a number of different levels. 
In suitable cases voluntary social service agencies might even be 


put in charge of administration to the exclusion of the official 
agencies. 


Even at that stage in the development of thinking about 
the Plans it was recognised that “lack of confidence in the in- 
tegrity or capacity of the administrative machinery will under- 
mine the foundations for the constructive use of the energy of 
the people.” The possibilities of enlisting public co-operation, 
in other words, depended in large measure on the efficiency and: 
the fair-mindednes of the official administration. Thus a sine 
qua non of public involvement in the processes of planning and 
plan implementation was the quality of the administration’s 
dealings with the public. Hence the First Plan suggested a whole 
set of measures to reduce the scope for corruption among public 
Servants, to improve their performance and to ensure continuous — 
Supervision of their conduct. Given certain standards of public 
administration at the district and village levels, and given the 


democratic values to which India was wedded, participation by 
the public in planned development programmes was expected to 
be more or less spontaneous, i 


By the time the Second Plan was drawn up a number of 
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ments had come into existence, in- 
vigilance Or anti-corruption depart- 


Methods Divisions in the various 
Plan Projects to assess the 


new administrative arrange 
cluding the organisation of 
ments, the Organisation and 


Ministries and a Committee on 
cost and efficiency aspects of different public development 


programmes. But the Plan Document very correctly stressed 
that, over and above administrative alterations, a new psy- 
chological approach was also needed. “In administration, as 


in all fields where men WOIK....----- for common objects, the 


sense of comradeship, the con: 

tion of good work done and the opportunity of participation 
in the making of decisions which they are called upon to execute, 
will go a long way in promoting keenness and efficiency among 
public servants”. These could be secured only partially through 
changes in the administrative set up, but the more centralisation 
there was in the process of decision-making within the govern- 
ment, the less remote became the possibility of realising these 


splendid objectives. The Second Plan made it clear that 
development administration must not be monolithic and every 
encouragement ought to be given to the formation of co-opeta- 
tives, professional associations, voluntary service agencies etc. 
through which the common goals of development could be 


better realised. 

It was during the period of the Second Plan that a sepa- 
rate Industrial Management Service was proposed to be estab- 
lished to provide personnel for the efficient working of the public 
enterprises. But the Plan Document was very clear on the 
point that the constitution of a separate management cadre 
would not by itself solve such problems, for example, as the 
relation between the Ministry and the individual enterprises. 
For this guidelines preserving a reasonable amount of autonomy 
for the enterprise had to be formulated. 

To utilise local inititative and mobilise local resources, the 
planning agencies at the district, block and panchayat leyels 
had to be galvanised into activity. As a rule, any authority 
ought to pass the responsibility for a project to the authority 
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immediately below it, if the latter could discharge this respon- 
sibility nearly as well, even if the need for a certain measure: 
of help and guidance from above could not be dispensed with. 


In spite of these exhortations for delegation of powers and 
decentralisation of authority, the Third Plan Document lamen- 
ted that “Central Ministries and perhaps Secretariat Depart- 
ments in the States have tended to assume Tesponsibility for an 
increasing amount of original work” and that this impaired the 
initiative of the executive Departments. In short, the agencies 
which had responsibility for carrying out programmes of develop- 
ment were having less and less Say in how those programmes 
were to be drawn up. Development plans thus naturally tended 
to the partially unworkable and partially uncared for by the 
executive Departments. The idea that each agency responsible 
for working out even a part of the Plan should have its own 
goals or sub-goals was reiterated by the planners. but found little 
response from the administrators. Even the specially set up rural 
development and extension agencies came under the withering. 
influence of the central apparatus of administration and failed to 
flourish on their own. h 


the successful working out of the projects. The chapter on Plan 
Implementation in the Fourth Plan took up barely six pages,. 
though some concern for organisational innovations was ex- 
pressed in passing—for example, when the authors of the chapter’ 
pointed out that “there are some fields in which new experimental 
effort requires mainly organisational improvisation”, But the 
nature of such improvisation was not spelt out in the context 
of the Fourth Plan programmes themselves. 


The Fifth Plan (Draft) revealed much greater concern for 
the effective implementation of the plan. It sought to impart a 
larger measure of flexibility to the plans by providing for better 
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monitoring of information about the parts of the Plan being 
currently implemented. It stressed the need for isolating the 
factors that held up full utilisation of existing productive capa- 
city. The deficiencies in development administration that came 
to light as a result of the investigations of the Administrative 
Reforms Committee received considerable attention in the Fifth 
Plan document and suggestions to remove these deficiencies 
were interspersed throughout the Plan. But the crucial issue of 
decentralisation still remains to be dealt with in the right manner. 
To what extent the idea of ‘development from ‘below’ can be 
given practical shape, at what points and to what extent pro- 
blems of effective co-ordination will arise if planning is decen- 
tralised, and what sort of incentives will be needed to enthuse 
the local planning and plan-implementing agencies—these pro- 
blems have become all the more important now, when the plan- 
framers are once again laying stress on the ‘decentralisation 
of the planning process’. 


While careful evaluation of past progress is useful for 
guiding the implementing agencies, it remains equally important 
to assess the causes of low morale and careless discharge of 
assigned responsibilities. In most cases the causes will be 
found in the fact that the plan. is not regarded as fully imple- 
mentable by the implementing agency. This ‘credibility gap’ 
between the planners and the executing agencies can be closed 
only when the national plan itself is built out of a number of 
micro-level plans for each of whith the implementing agency 
assumes full responsibility. The common practice of making 
“poor implementation” responsible for the failure of a plan over- 
looks the important point that a plan imposed from above with- 
out any assessment of the needs and views of the implementing 
agencies may prove in many cases to be non-implementable and 
even when forced to fall in line, these agencies are unlikely 


to set a high value on a plan with which they are out of tune. 
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